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In 1976, California enacted landmark tax and land use 
legislation, which levied a yield tax on timber in lieu 
of the property tax. That legislation contained a require-
ment that the Legislative Analyst report to the Legislature 
by March 1, 1980 regarding level of tax, revenue allocation 
and general administrative issues. 
That report by the Analyst, which is reprinted in full 
herein, makes a number of recommendations. The focus of 
this interim hearing is on the most controversial of these--
revenue allocation and the minimum revenue guarantee. 
Following a overview of the yield tax, its origins and 
present statute, each Analyst recommendation in this area 
is presented, along with a response by the Board of Equaliza-
tion, and Committee staff comments. This section is printed 
on the white pages. An effort has been made to avoid 
duplication of information contained in the Legislative 
Analyst Report. Staff comments are supplemental to the 
Analyst's report, and the reader might do well to first 
review that report, which is contained in the yellow pages 
at the end of this briefing book. 
The pink pages contain the text and committee staff 
analysis of SB 1631 (Johnson) and AB 2544 (Mello). The 
green pages include key sections of existing statutes, and 
the blue pages current Board of Equalization regulations. 
This report was prepared by Bob Leland, consultant to 
the Assembly Revenue and Taxation Committee. The Legisla-
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SUMMARY OF LEGISLATIVE OPTIONS 
The Legislative Analyst has recommended a series of 
revisions to current statutes in the areas of timber 
yield tax rate adjustment, revenue allocation, and 
establishment of values. These are contained in a 
report reprinted in the yellow pages of this briefing 
book. The Board of,Equalization generally concurs in all 
of these recommendations. The Committee Staff concurs 
with most of the recommendations. 
There are, however, three areas which have engendered 
substantial controversy. The Committee staff has analyzed 
the Legislative Analyst's recommendations, and suggests 
that the Committee look further into these three areas: 
1. Maintenance of a minimum guaranteed level of 
yield taxes statewide. The timber industry and 
Analyst recommend outright repeal or phase-out 
of the existing guarantee. Staff cautions 
that any change in this area be part of an 
overhaul of the entire revenue ~llocation sys-
tem. It was originally agreed by all parties 
that the guarantee would run through 1982, but 
now that the surtax may be applied for the 
first time to shore up revenues in 1981, opposi-
tion to the guarantee is building among timber 
owners. 
2. Basis for allocatin counties. 
The Analyst and "exporter' count~es those 
that generate more taxes than they receive) 
recommend a switch from allocation based on 
past collections under the former property tax, 
to one based on location of harvest, averaged 
over a period of years. "Importer" counties 
oppose this approach . 
Staff questions whether harvest is the only 
appropriate factor, and favors an approach 
based more on need. Major revenue shifts raise 
Prop. 4 limit questions. Any shift involves 
"winners" and "losers", which may differ from 
year to year. Long-run implications of any 
shift are crucial. Stability in the allocation 
system may also be achieved by a combination of 
allocation factors, including changes ~n a 
county's timberland base. 
1 
3. Distribution of revenues among individual local 
agencies and schools. The Analyst recommends 
making the yield tax an exclusively county tax, 
buying out districts' shares with property taxes 
formerly received by the county, and allocating 
to K-12 schools by way of the State School Fund. 
Staff agrees that some simplicity may be achieved 
by such an approach, but that it becomes most 
attractive only if a switch is made to allocation 
strictly on the basis of harvest, due to the 
potentially unstable revenue flow inherent in use 
of this factor. Use of an alternative combination 
of allocation factors may allow districts to 
remain yield tax recipients. Counties may vie 
for harvest activity if they alone are the sole 
yield tax recipients. 
Upon conclusion of testimony at the November 14, 1980 
hearing, it may be appropriate to direct staff to convene a 
task force of selected interested parties to develop 
legislation in this area, such as was done recently with 
property tax assessment revisions and inheritance tax re-
form. A comprehensive measure, embodying the other Analyst 




California's timber yielcl tax was first enacted by 
AB 1258, Chapter 176 - Statutes of 1976, the Z'berg-Warren-
Keene-Collier Forest Taxation Reform Act (FTRA) . 
The genesis of the FTRI\ lay in a series of studies 
done both for the Legislature and timber industry associa-
tions around 1973-75Jl) All of these reports concluded 
that the former modified property taxation of timber was 
deficient, and should be replaced by a yield tax. 
What is a Yield Tax? 
A yield tax is a levy imposed on the value of timber 
upon its harvest, known as its "stumpage value" or "irnrnedi-
ate harvest value". This levy is also sometimes referred 
to as a "severence" tax. (However, severence taxes are 
often applied to the volume of resource harvested or 
extracted, instead of the value of the resource, while the 
term "yield tax" is associated only with taxation based on 
value.) 
(1) Taxation of Timber and Timberland; California Forest 
Protect1ve Assoc1at1on; February 26, 1974 
Tax Policy for California Timberlands; Dean Cromwell 
and others; National Institute for Applied Research, 
Davis, CA., for the California State Assemblyi 
June 14, 1974 
A Yield Tax System for California Timber: A Policy 
Analysis; Prof. Dennis Teeguarden, u.c. Berkeley, 
for the California Forest Protective Assn.; August 1974 
Report of the Senate Select Committee on Taxation of 
Timber and Timberland; Sen. Randolph Collier, 
Chairman; Bob Hampton and Walter Shellstrom, consultants; 
March 17, 1975 
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A fixed rate is usually applied to the timber's 
stumpage value, which is derived from standard tables 
revised periodically by the taxing agency. These tables 
give a specific value for different tree species, size, and 
age (i.e., old or young growth). Various deductions may 
be made for factors which affect the standard values, 
such as extraordinary harvest or transportation costs, 
or small volume harvests. 
A Brief History 
The timber yield tax was instituted on April 1, 1977, 
as a substitute for the ad valorem property tax on standing 
timber. The reasons for this transition rest with the pro-
blems inherent in the property taxation approach. It is 
an evolution in tax law shared generally with other major 
timber producing states. (2 } 
In California prior to 1926, all timber was assessed 
at its fair market value on the lien date. At about this 
time, the forest economic literature became quite critical 
of the "unmodified" property tax approach, claiming that 
the tax captured a higher percentage of net income than 
the taxation of other income properties at that time, 
partly due to the carrying costs of loans to cover the 
property taxes. 
In 1926, Section 12 3/4 was added to the California 
Constitution which revised the method of taxing timber. 
(2) On the west coast, both Oregon and Washington 
have yield taxes on timber. 
4 
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Under this amendment, new plantings after a harvest were 
exempt for at least 40 years, or until such time as the 
new timber growth was declared "mature", and timber remain-
ing after a harvest of 70 percent or more of an owner's 
stand was also exempt. This "modified" property tax 
reflected the fact that growing timber takes up to 40 years 
or more until it reaches optimum maturity, ripe for harvest. 
However, this amendment was only partially e 
in reducing pressure on timber owners to harvest timber 
earlier than justified by forestry economics. The point 
at which the remaining timber was declared mature was 
determined on the basis of whether the timber was 
commercially marketable, but in may cases, this was not the 
optimal time to harvest, as the timber would bring a 
significantly higher price if given additional time to 
develop. Owners still had an incentive to cut the timber 
before its optimum development in order to avoid the 
annual taxes. 
This incentive to cut extensively was upsetting to 
environmentalists. Small owners with limited cash reserves 
were particularly affected by the annual taxes on their 
timber stands, because they had no income with which to 
pay the taxes. And the counties were becoming concerned 
about decreasing future revenues, as more and more of the 
standing timber remaining after harvests came under the Sect 
12-3/4 exemption, thus diminishing the taxable timber 
base. 
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Thus, all concerned parties•-timber owners, counties, 
and environmentalists--were willing, for different 
reasons, to back a total revision of timber taxation, and 
the yield tax was their consensus candidate. 
The first step toward the adoption of a yield tax sys-
tem was the approval of Proposition 8 by the voters in 1974. 
This amendment, which in part added Article XIII, Section 
3(j) to the Constitution, <3> authorized the Legislature 
to provide for an alternative system of taxation for timber 
and timberland. Under Section 3(j), any alternative system 
must provide for the exemption of unharvested immature 
trees, encourage the use of timberlands for the production 
of trees, and provide for restricting the use of timberland 
to the production of timber products and other compatible 
uses. 
AB 1258 proposed to enact a yield tax as such a 
qualified "alternative system" and was introduced by the 
late Assemblyman Z'berg in 1975. Following three hearings 
by the Assembly Revenue and Taxation Committee, numerous 
controversies over rate level and determination, and the 
nature of the enforceable restriction on timberland, 
resulted in referral of the bill to interim study. A two-
day hearing and work by a broad-based task force laid the 
foundation for a complete re-writing of the bill, which 
was authored by Assemblyman Charles Warren after the death 
of Ed Z'berg. The bill received unanimous votes by both 
houses, and was signed into law in May 1976. 
(3)see text of Art. XIII(3j) in Appendix III 
6 
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Current Law in a Nutshell( 4 ) 
Rate and Administration. The y tax is sen 
levied at a rate of 3 percent on all 
private and public lands. The tax is 
State Board of Equalization, which main 
Division. The Board collects the tax and 
proceeds, after deducting state costs, to 
affected. 
Rate Adjustment. The yield tax rate 
annual adjustment, starting in 1979, based on 
change in the property tax rates in 
producing counties. While the original 
6 percent, when Proposition 13 reduced 
property tax rates by 50 percent, so 
reduced by 50 percent,effective with 
to the current 3 percent rate. With 
to 1/10 of 1 percent, the percentage 
change for 1980 was too small to 




"Minimum Revenue Guarantee". Revenue 
predicated on the amounts agencies 
the property tax on timber. All 
districts, schools, community col 
eligible to receive yield tax revenues. 
Each county (and agency within 
"minimum revenue guarantee" (MRG) whi is 
from 
by the 
a Timber Tax 
ts the 
subject to an 
percentage 
st timber 












(4) See green section, which contains key statutes relative 
to administration of the yield tax. 
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property taxes attributable to timber averaged over the 
three fiscal years of 1972-73, 73-74 and 74-75. Yield tax 
proceeds are first distributed so that each county receives 
their collective MRG amount, which is then broken down intra-
county based on the agencies' individual MRGs. This amount 
is allocated 50 percent on each November 30 and 50 percent 
on May 31. 
Surplus Allocation. "Excess" proceeds remaining after 
the minimum guarantees are met accrue to a reserve fund. If 
the fund builds up to a level of $8 million or more, then the 
amount over $7 million is allocated once a year, on August 1, 
to the various counties, but on a different basis than the 
MRG. This so-called "surplus allocation" is based on location 
of harvest, e.g., if a given county accounts for 10 percent 
of the state harvest (averaged over the prior 20 quarters) 
then it will receive 10 percent of the total surplus alloca-
tion. 
Reserve Fund Surtax. The "G" in MRG stands for 
"guarantee", and the only way to guarantee that enough yield 
tax proceeds will be raised to meet the collective MRG's 
of all counties is if the rate can be adjusted to produce 
more revenues, if need be. 
Accordingly, the FTRA originally fixed a 0.5 percent 
rate to set up a reserve fund, from which a shortfall in 
yield tax revenues might initially be met. That rate 
remained in effect from the initial imposition of the tax 
(April 1, 1977) through December 31, 1978. 
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Thereafter, the surtax will be reimposed, one year at 
a time, only if the Board of Equalization determines that the 
reserve fund balance has dipped below $5 million, or that 
the reserve is depleted and the guaranteed revenue levels 
have not been met. If this is the case then the Board, 
based on the next year's projected harvest and timber values, 
must impose in December a surtax rate to apply the next 
calendar year,which is deemed adequate to se the extra 
funds to meet current MRG deficiencies plus next year's 
projected shortfalls and to restore the reserve fund balance 
to $5 million. 
This surtax may be reimposed for the t time in 
1981 (see Analyst Report, pages 9-10, yellow section). If 
so, the history of yield tax rates since its inception 
would be as follows: 
Year Regular Rate Reserve Fund Rate Total Rate 




1979 3.0 0 3.0 
1980 3.0 0 
3.0(c) 
3.0 
1981 3.0 2.0 - 5.0 -
(a) tax first levied 4/1/77 
(b) effect of Prop. 13 due to yield tax 
rate adjustment provis 
(c) Legislative Analyst's es 
9 
6.0 
Timberland Preserve Zones. The Constitution required 
that any alternate taxing system provide for "restricting" 
the use of timberland to production of timber products. 
The FTRA complies with this mandate by providing for timber-
land preserve zones (TPZs) , applied by the counties accord-
ing to specific state guidelines which require certain 
lands to be zoned TPZ and set parameters for allowable 
11 compatible uses". 
This report, however, does not delve into this land 
use aspect of the FTRA, as the focus is instead on tax 
administration and revenue allocation. 
10 
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ANALYSIS OF LEGISLA'riVE ANALYST 1 S 
FINDINGS AND RECOMMENDATIONS 
INTRODUCTION 
To the r-:ader unfamiliar with the Legislative Analyst's 
report, it would be best at this point to turn to the yellow 
pages of this briefing book, in which the Analyst's report 
is reprinted, and review the findings and recommendations con-
tained therein. 
What appears below is a summary of each recommendation 
made by the Analyst (in the boxes) , followed by excerpts 
from the written response of the State Board of Equalization 
to that report, and by additional background and comments 
of the Committee staff. 
1. LEVEL OF-YIELD TAX RATE 
Legislative Analyst Recommendation 
"The yield tax rate was initially set 1977 to raise, 
on the average, about the same amount of annual revenue as 
was generated by the property tax on standing timber during 
a fixed three-year time period . 
11 It is likely that value of taxable timber production 
will rise relative to the value of standing timber which 
would have been taxable under prior law. Therefore, over 
time the yield tax will probably raise more revenue than 
would have been the case under prior law. It is not 
possible, however, to determine whether the net effect of the 
changes in the taxation of timber over time has been to make 
11 
the timber tax burden more or less comparable to tax burdens 
borne by other income-producing properties." (pages ii, 10-12, 
yellow section) 
Board of Equalization Response 
"The timber counties have contended that timber properties 
are not contributing their fair share relative to other 
income-producing properties. We have no data to either 
support or refute the position of these counties." 
Staff Comments 
a. Impact of Prop. 13. Due to the rate adjustment 
provisions of the FTRA, the passage of Prop. 13 caused 
a 50 percent cut in the timber yield tax rate, from the 
original 6 percent to 3 percent at present. At the time 
the FTRA was enacted, it was never envisioned that 
the rate would be adjusted so drastically. However, most 
property owners' tax burdens were similarly reduced. 
b. current Revenue Level Dropping. Counties are now con-
fronted with the possibility of less yield tax revenues, 
due to slumping production, lower stumpage values, and 
a depleted reserve fund.. The reserve fund surtax will 
likely be levied automatically in 1981 just to sustain 
revenues at the minimum revenue guarantee level 
($27.1 million statewide). 
c. Tax Burden Data Not Available. Staff concurs with 
the Analyst's finding that no data have been uncovered 
which conclusively demonstrates whether timber is or is 
not paying its "fair share". Figures can be produced 
12 
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"proving11 nearly any desired cone 
be pressed to provide documentation 
Counties should 
area to 
support any case made for an 
d. Prop. 4 Limits a Factor. 
a sed s rate. 
Even f more yield taxes 
were raised by a rate increase, some agencies 
which received these revenues might be unable to spend 
them if they are at their Prop. 4 appropriation limits. 
Such revenues might have to be returned to the agencies' 
taxpayers. Is it fair to explicitly taxes on 
timber taxpayers, only to distribute proceeds as 
tax refunds to all taxpayers? 
2. ANNUAL YIELD TAX RATE ADJUSTMENT PROVISION 
Legislative Analyst Recommendation 
"The yield tax rate is statutori to the average 
of the general county property tax rates in 17 major 
timber counties. It seems proper tax rate was 
adjusted downward consistent with the of the property 
tax rate under Proposition 13. However, it s inappropriate 
to adjust the yield tax rate for changes debt service 
override portion of the county-wide property tax rate. There-
fore, we recommend that the requirement that yield tax 
rate be tied to the total county-wide tax rate 
be eliminated." (pages ii, 7-8, 
Board of Equalization Response 
"What is recommended here is that the 
annual yield rate, the Board exclude the revenue collected 
for the servicing of voter-approved ... so) that the 
13 
yield rate should not decline as voter-approved debts are 
retired. This recommendation is made as a means of holding 
the rate at or near the present 3 percent. In the base years, 
used to compute the revenue guarantee, revenues for debt 
service were included. Whether the yield rate is adjusted 
downward as debts are retired or not, remains a matter for 
the Legislature and the affected counties. 
"There remains a problem in drafting legislation to 
implement this recommendation. Both the prior years' 
average tax rate and the current year's average tax rate 
of the 17 major timber counties should be adjusted to remove 
the effect of revenues for debt service. Otherwise, the 
yield rate will decline to about 2.46 percent the first 
year." 
Staff Comments 
a. Board Response Misses Point. Staff concurs in the 
Analyst's recommendation to delete the annual rate 
adjustment. The issue is not just deleting the debt-
rate portion from the computation, however, as the Board 
response implies. 
Post-13, these annual yield tax rate changes, if 
they occur at all, will be only as a result of debt-
rate changes, as the county-wide 1 percent property tax 
rate is fixed. What the Analyst was questioning is whether 
it is appropriate for the yield tax rate to fall as 
voter-approved indebtedness is retired. Now that the 
general property tax rate is fixed county-wide, the 
14 
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original rationale for the annual 
adjustment appears to be removed. 
3. MINIMUM REVENUE GUARANTEE 
Legislative Analyst Recommendation 
tax rate 
"Current law provides for the stribution of a guaranteed 
amount of yield tax revenues based on the average amount of 
property taxes generated by standing timber 72-73 
through 1974-75. However, the revenue has a 
number of deficiencies. First, over distribution 
of revenues based on a fixed period in 
increasingly obsolete. Second, the 
was not representative in certain 
minimum revenue guarantee imposes a 
requirement on timber that is not 
property. 
past will become 
base period 
, the 
on other types of 
"For these reasons, we believe that it is no longer 
appropriate to guarantee local governments a minimum amount 
of revenues from the timber yield tax,· and we r.eco:mmend 
that the guarantee be eliminated. 
"However, elimination of the minimum revenue guarantee 
and the reserve tax rate would result 
revenue loss, at least over the next 
some offsetting adjustment is made •.•. 
a s local 
, unless 
of this, 
we believe that this revenue distribution mechanism should 
be phased in over a period of several years. 11 (pages iii, 
18-22, 35-36, yellow section} 
Board of Equalization Response 
"The reserve fund would remain e this 
15 
period of time (four years) to assure the guarantee portion. 
The phasing-in process will somewhat complicate the deriva-
tion of the reserve rate but not eliminate its need until 
the fifth year." 
Staff Comment 
a. Is MRG the Problem? The Analyst uses the term 
"minimum revenue guarantee (MRG)" interchangeably both 
in reference to the revenue floor guaranteed by the reserve 
surtax under the FTRA as well as to the revenue alloca-
tion system itself. In fact, these two issues are 
separable. This is important because when one mentions 
"MRG", the timber industry and some counties see red, 
but for totally opposite reasons. 
The timber industry objects to the revenue-raising 
requirement only. Some counties, on the other hand, 
which believe they would receive more revenues under a 
system which did not allocate proceeds based on this 
MRG amount, have no complaint with the revenue floor 
inherent in the MRG; in fact, counties generally appear 
to support an increase in timber yield taxes. 
The rest of this section will be devoted only to the 
revenue floor aspects of the MRG. 
b. MRG was Integral to Original Compromise. The Analyst 
fails to acknowledge in his report that the MRG was 
the key element in the overall agreement that made the 
FTRA possible back in 1976. 
At that time, there was a high degree of uncertainty 
over the amount of timber that would be harvested over 
16 
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time within individual counties, and 
tax revenues that would be produced 
Because of this, there was a concern 
might be faced with significant 
of revenues produced over time. There 
express agreement of both the timber 
counties, the MRG was established to 
a minimum amount of revenue on a 
basis. 
c. Industry's Complaint. The 
complains that the MRG imposes a 
requirement on timber owners/harves 
imposed on other types of property. 
surtax, if imposed, effectively 
that the regular rate be adjusted 
average property tax rate, i.e., 
induced rate cut to 3 percent may 
offset by an increase in the reserve 
meet the MRG level. They maintain 
indicates the general range of revenues 
yield tax, and that there is no 
which dictates a guaranteed revenue 
some counties 
s the amount 














d. Threat of Surtax Imposition Prompts Complaints. 
Perhaps the reason why no timber-indus -sponsored 
legislation has ever been introduced to e the 
MRG, as a matter of principle, is 
venues remained high, there was no " 





But is now, that it appears likely that a surtax will 
have to be imposed in 1981, the appropriate time to 
abolish the MRG? This is exactly the situation 
originally envisioned in which the surtax would be 
needed. If the surtax provision is deleted now, then 
the local agencies in these timber counties will 
receive less revenues than in recent years. This comes 
at a time when post-13 belt-tightening for local 
agencies is increasing. 
e. Revenue-Raising Requirement NOT Unique to the Timber 
Yield Tax. Staff disagrees with both the timber indus-
try's and Analyst's assertion that timber is the only 
"property" upon which a revenue floor is imposed. 
Certain other state taxes do impose minimum revenue 
requirements, and provide for automatic rate adjustments 
(see table on following page). Also, timber owners opted 
to leave the property tax behind and cast their lot with 
a new tax concept, the yield tax, so comparisons with 
other "properties" at this point are rather moot. 
f. Look to the Large Picture. The MRG admittedly has 
its drawbacks, and modifications to it may well be 
warranted, but only in the context of a comprehensive 
revision of the revenue allocation system as a whole 
(which the Analyst goes on to recommend) . Eliminating 
the revenue floor (surtax mechanism) , while leaving 
the present allocation system intact, does not address 
any of the counties' concerns about inequitable distri-












Imposed on consumers of 
electrical energy state-
wide to fund the budgeted 
costs of the State Energy 
Commission. Rate is 
adjusted annually by the 
Board of Equalization, and 
may go up, if need be, as 
budget goes up. 
Imposed on intrastate 
phone calls to fund 
stallation and ope 
of city/county 911 
grams. Rate is adjus 
annually by the Board of 
Equalization and may 
increase up to .75% 
depending on 
needs of local 
Imposed on employers 
based on portion of 
employee wages. Tax 
rates vary depending on 
employer status 
balance in the fundi a 
special balancing 
account tax may vary 
from year to year, as 







4. ALLOCATION OF REVENUES AMONG COUNTIES 
Legislative Analyst Recommendation 
"We believe that any method used for distributing 
yield tax revenues should attempt to satisfy the following 
criteria: 
(1) minimize the export of revenues from county to county, 
(2) provide a relatively stable flow of revenues to 
each county, and 
(3) be relatively inexpensive to administer. 
"Annual distribution of yield tax revenues solely on 
the basis of where the timber is harvested is not the pre-
ferred alternative because it leaves counties vulnerable to 
significant fluctuations in the flow of revenues. Distribu-
tion partially on the basis of a stabilizing factor such 
as timber value or timberland acreage or value is also not 
recommended because the required data is not currently 
available. 
"We recommend that yield tax revenues be distributed 
on the basis of a moving average of revenues generated within 
each county. A five-year moving average would reduce the effect 
of extreme swings in the annual volume of timber harvested. 
Because moving immediately to distribution on the basis of 
a moving average of the actual harvest could be disruptive, 
we recommend that this revenue distribution mechanism be 
phased in over a period of several years." (pages iii-iv, 
23-35, yellow section) 
Board of Equalization Response 
"We agree that any yield tax distribution system should 
be based on an average harvest over time to level out, as 
20 
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much as possible, the fluctuations revenues collected 
and returned to the counties when s is 
based on where the timber was harves Because of the 
impact of the conclusions drawn in part 5, tribution 
to Local Agencies," the period used in the average need 
not exceed three years." 
Staff Comments 
a. Winners and Losers. At the outset, it must be 
made clear that any change to the exis tern 
naturally results in "winners" and " rs" among 
the timber counties. These roles even switch back 
and forth from year to year. In 
potential change, counties should 
implications. 
b. Rationale for Use of MRG in 
for predictability in revenues 
either receive more, or less, than 
within their own boundaries. Thus, 
11 "importer" counties and 9 " 
Analyst's table on yellow page 20) . 
However, one of the inherent 
tax is that if all revenue is 
to its source, i.e., point of 
sales tax is allocated to point 






to a yield 
back 
local 
) , then if there 
FTRA was 
debated in 1976, this effect was worrisome enough for timber 
counties, for which taxes on timber amounted to 15-20 
21 
percent of their total revenues, but it could have wiped 
out a special district, where dependence is up to 90 per-
cent or more. The smaller the boundaries of a local 
entity, the greater the risk of harvest activity 
occurring outside those boundaries. Thus, current law 
utilized the stabilizing factor of allocation based 
on past revenues received under the former property tax. 
c. "Exporter County" Dissatisfaction. A number of 
county officials, predominantly those from counties that 
export yield tax revenues, have expressed dissatisfaction 
with the current allocation system, because they see "their" 
yield tax revenues being distributed to other counties 
to meet those other counties' revenue guarantees. They 
believe that revenues generated within a county should 
be returned to that county for distribution. 
This dissatisfaction was fueled the unintended 
failure of the system to allow for on-going supplemental 
allocations based on harvest, as originally planned. 
Current law provides, on paper, for a dual system, with 
the initial allocation based on the MRG, with "excess" 
revenues to be allocated in proportion to harvest 
(location of cut}. 
However, the rate cut subsequent to Prop. 13 
effectively wiped out the "excess" revenue portion, 
leaving only the MRG, period. This short-circuited 
the good intentions of the original compromise, and 
substantially increased "exporter county" discontent. 
22 
(Only one surplus distribution has 
that in the amount of $11.6 11 
to date, 
1979.) 
d. Is Harvest the Most Appropriate Criteria? What 
makes harvest the criteria that best meets the 3 stand-
ards proposed by the Analyst? need? Just 
because a county has a large harvest sn't mean its 
budgetary needs are comparably 
The yield tax is a state tax s to local 
agencies, it is not like the local one cent sales tax, 
which is a local levy, thus giving 1 city or 
county the right to all revenue d its 
boundary. 
Besides, under Prop. 4, a coun may 
to legally spend any massive crease 
Is it efficient use of state tax 
in such a way that one county 
too little proceeds, while other 






The basic question is whether revenue ing is bad. 
Is it a thing to be avoided at all costs? Or with a 
statewide allocation system based on need, should any 
county fear depletion of its resource? , should 
the existing system be modified to better reflect need? 
e. How to Achieve Revenue Stability. As proposed by 
the Analyst, in order to minimize revenue exporting 
and maximize revenue stability, ld taxes should be 
distributed on the basis of a 5-year average 
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of revenues generated within the county. The State 
Board believes 3 years is adequate to smooth out shifts. 
This basic approach was contained in SB 1631 
(Johnson), which was heard by this Committee in 1980 
and referred to interim study. (See text of bill and 
Committee staff analysis in pink pages, 40 - 48.) 
However, SB 1631 contained numerous drafting problems, 
which raised questions as to the degree of revenue 
stability under that bill, and it was not as comprehen-
sive a proposed change as the Analyst's recommendation. 
Another approach to achieving revenue redistribution 
while maximizing stability is AB 2544 (Mello), which 
was passed by this Committee as a "spot" bill, and was 
subsequently held in its final form in Senate Rev & Tax. 
That bill (pink pages, 49 to 60 ), proposed an allocation 
system 50 percent on a 5-year average harvest factor, 
and 50 percent on the proportion of the statewide 
timberland base contained within the county. 
The chief thrust of AB 2544 was to further sound 
land use planning by encouraging counties to maintain 
or expand property within their timberland preserve 
zones. The Analyst asserts that the quality of data 
for publically-owned forest lands is spotty in quality 
(see yellow pages 29-30), which may be the principal 
liability of this approach. However, if this data 
problem can be overcome, then there would appear to be 
at least 3 valid factors which may be used in varying 
24 
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combinations as the basis for al y ld tax 









Measures need, based 
on agenci~prior 
dependence on property 
taxes on timber. Pre-
sumably, budgetary 
needs were predicated 
on this level of 
revenues. Not res-




nizes and rewards 
counties for deple-
tion of their timber 
resource base. May 
bear no relation to 
need. May encourage 
county pressure to 
increase harvest. 
Timberland Measures land to 
Base timber growing and 
harvesting. Rewards 
expanded commitment 
to timber land use. 
May not relate to 
need. Somewhat respon-
sive to exporting 
issue in that the 
larger the timberland 
base, the more likely 
it is harvesting 
will be large. No 
control over forest 
service land, but 
counties do largely 




Include 1975-76 data in 
base; use only a percent-
age of MRG. Requires the 
least record-keeping of 
the 3 s 
average 
wide varia-












5. INTRA-COUNTY DISTRIBUTION AMONG LOCAL AGENCIES AND 
SCHOOLS 
Legislative Analyst Recommendation 
"Special districts are both heavily dependent on yield 
tax revenues and particularly vulnerable to fluctuations in 
the flow of those revenues. For these reasons, distribution 
simply on the basis of where the timber is harvested is not 
advisable. Our analysis indicates that the easiest means 
of dealing with the dependence of special districts on yield 
tax revenues would be to exchange those revenues for county 
property taxes. Counties then could be credited with special 
district yield tax revenues. Counties would receive a propor-
tionate share of yield tax revenues based on the percentage of 
the county-wide revenue guarantee they currently receive. 
"Similarly, school districts would receive a proportionate 
share of county-wide revenues based on their share of the total 
revenue guarantee. Because school districts are financed 
on a revenue-limit basis, their yield tax revenues could be 
deposited directly in Section A of the State School Fund. 
However, certain adjustments-would be required for purposes of 
federal impact aid. 
"Community college district yield tax revenues would 
be treated in the same fashion as K-12 revenues, except that 
each district's authorized revenues should be adjusted to 
account for the deposit of yield tax revenues in Section B 
of the State School Fund."(pages iv, 38-47, yellow section) 
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Board of Equalization Response 
"This recommendation would eliminate the need for 
assessors to identify tax rate areas on each harvest plan, 
and the taxpayer would not have to report all harvests by tax 
rate areas. The Board would not have to maintain and 
report harvest data and tax data by tax rate areas, and the 
county auditor would not be required to allocate the 
revenues among the various levels of local government." 
Staff Comment 
a. General Observation. The Analyst's proposal regarding 
special districts and schools makes the most sense if 
total reliance is placed on the harvest factor as an 
allocation approach. If a modified MRG or timberland 
base is used, the inherent revenue stabi ty is much 
greater, and thus such shifts among types of entities 
may not be necessitated. 
Administrative savings are realized because location 
of harvest would no longer be a factor for intracounty 
distribution; these data are gathered now because of 
the potential of future "surplus allocations" based on 
point of harvest. 
b. Special Districts. Under the Ana t's plan, 
special districts would receive annually an amount 
of property tax equal to their current MRG, in lieu of 
their yield tax allocation. They would receive this 
guaranteed property tax amount even though there would 
no longer be any guarantee under the yield tax, so if 
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yield taxes dropped in the future, these entities 
would be better off under the Analyst's approach. 
Conversely,if yield tax revenues grew in the 
future, these agency types would receive no comparable 
increase. They would also not receive any increase 
in their in lieu property tax allocation relative 
to assessed value growth. 
c. Schools. It is true that schools will receive a 
net "wash"--no matter what happens to their yield tax 
revenue, the state will make up the difference. Perhaps 
consideration should be given to adopting this pro-
cedure, regardless of the ultimate allocation factors 
used. 
d. Counties. By making the yield tax an exclusively 
county tax, is there a valid concern that counties may 
begin to "compete" for harvesting, by offering induce-
ments to harvesters to "cut here first"? This may 
encourage over-cutting in some places, and may create 
a shift in the pattern of harvesting statewide. The 
extent to which this may be a problem is unknown. 
Again, unless all revenues are sent back to the 
county of origin, it doesn't follow that the yield 
tax should necessarily be made an exclusively county 
tax source. 
e. Alternatives to the MRG. Yield taxes might be 
distributed intra-county as are property taxes now. An 
existing system is in place, but substantial shifts 
among entities may occur in some counties. 
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An alternative approach is to distribute by situs 
(location of harvest), with the split among overlapping 
jurisdictions determined by the relative property tax 
factors of each entity within that tax rate area. 
This approach places all the revenue in the hands of 
only those jurisdictions serving timber areas, as does 
present law, but shifts the basis from this historical 
MRG to current harvest practice, if this is deemed 
desirable. Greater instability will exist, unless a 
multi-year average is used. 
Finally, the revenues allocated to a county might 
continue to be distributed to all entities in propor-
tion to their current MRG. 
6. REMAINING RECOMMENDATIONS 
Staff Comment 
The staff has no further comment on the remaining 
Legislative Analyst recommendations. Each of these remaining 
recommendations, with the Board response, appears in turn 
below. 
A. FOREST SERVICE SALES 
Legislative Analyst Recommendation 
"There is some concern that the inclusion of long-term 
Forest Service sales of timber causes an upward bias in the 
computation of yield tax harvest values. There is a moder-
ately strong positive relationship between the length of 
Forest Service sales and the price paid for timber. Thus, 
prices of Forest Service timber may represent future prices 
which, to the extent that they are included in the deter-
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r.1:Lnation of harvest values, would bias those values upward. 
v~e 1:·ecorrunend that the Board of Equalization continue to 
examine the issue of upward bias in harvest values due to 
t~~ inclusion of long-term Forest Service sales with the 
~-~~~1 of developing a method to eliminate the effect of 
2r:~~e speculation." (pages v, 49-54, yellow section) 
Board of Equalization Response 
"We agree with the recommendation. An analysis of 
salt~s should always involve concern as to whether the 
sales price is truly a reliable indicator of market value. 
The staff, in the past, has examined the relationship of 
long-term Forest Service sales to short-term sales both 
private and public, and will continue to so do in the future. 
In a.ddi tion, we plan to place considerably less weight on the 
large volume long-term Forest Service sales, with resulting 
greater emphasis on the short-term public and private sales. 
This, we believe, will tend t_P greatly reduce the effects 
of price speculation, if there is such speculation." 
B. OLD GROWTH REDWOOD HARVEST SALES 
Legislative Analyst Recommendation 
"A number of timber industry representatives maintain 
that the board's values for old growth redwood timber are 
too high because they would not support a profitable opera-
tion if all their inventory had to be purchased at current 
prices. With the encouragement of some timber operators, 
the board has begun to gather data for use in setting 
harvest values using a "lumber conversion" approach. How-




provide the board with the information it needs because 
they consider it proprietary. Despite this problem, we 
believe that the board should continue to try to obtain 
the information it needs to develop this approach to 
setting harvest values." (pages v, 55-58, yellow section) 
Board of Equalization Response 
"We agree with the recommendation that the Board 
continue gathering information to develop a "lumber conver-
sion" approach to assist in setting harvest values for old 
growth redwood timber. We are presently analyzing the 
data that has already been gathered 11 continue 
in our attempt to gather as much formation 
as possible in order to develop an 1 approach to 
estimating harvest values for old This 
would supplement the existing stumpage s and log 
conversion approach." 
C. SMALL OWNERS 
Legislative Analyst Recommendation 
"There is some concern that small timber operators do 
not receive payment for their timber equal to the values in 
the board's harvest schedules. It is likely that this 
problem arises from the nature of small timber sellers 
and the nature of the market they board permits 
adjustments to its immediate harvest to reflect the 
fact that smaller operators general have higher costs. 
It does not appear that the magnitude of this problem is 
great enough to justify the additional administrative costs 
that would result from an optional reporting system for 
small owners." (pages v-vi, 58-60, 1 section) 
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Board of Equalization Response 
"We agree with this opinion and would not recommend 
an optional reporting system. We believe the problem of har-
vest values for small harvests can best be recognized by 
adjustments to the values because of the generally higher 
operating costs. We will continue to gather cost data 
and update adjustments whenever justified." 
D. TIMBER VALUE AREAS 
Legislative Analyst Recommendation 
"In certain isolated cases, it appears that the boundaries 
of the timber value areas do not accurately reflect similar 
timber-producing conditions. Therefore, we recommend 
that the board review the present delineation of timber 
value areas to determine whether adjustments in boundaries 
should be made to better reflect similar timber growing, 
harvesting, and marketing conditions." (pages vi, 60-61, 
yellow section) 
Board of Equalization Response 
"We agree with the recommendation. An increase to 15 
percent in the allocation of timber value to land and a 
decrease in averaging the immediate harvest value to 12 
quarters will allow additional leeway for the use of land 
sales before the ceiling becomes effective. These changes 
are mostly in the Sierra where the present ceiling has 
limited the sales approach to only the very best quality 
site. 11 
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F. YOUNG GROWTH V. YOUNG AND OLD GROWTH 
Legislative Analyst Recommendation 
"The timber industry has chal 
both old growth and young growth 
the 's use 
the ter-
mination of the ceiling on timberland Our analysis 
indicates the exclusive use of young harvest values 
and yields in the capitalization formula be more 
appropriate than the use of both data. 
Therefore, we recommend that Section 434.5 Revenue 
and Taxation Code be amended to specify that only young 
growth average immediate harvest values and young growth 
yields be used in the computation of the maximum value for 
timberland." (pages vii, 74-75, 
Board of Equalization Response 
"We agree with the recommendation, 
clarification of Section 434.5(f) 
Taxation Code, with respect to use 
Young growth harvests are reported 
growth in the quarterly harvest 
operators. This matter is presen 
G. INCLUSION OF SALVAGE VALUE 
be 
Legislative Analyst Recommendation 
"This issue concerns whether the va 
salvage, timber should be included 






of maximum land values, or whether the undamaged timber 
should be included. We believe that it is to 
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include modified salvage values. Therefore, we recommend 
Section 434.5 of the Revenue and Taxation Code be amended 
to clarify that the value of salvage timber harvested over 
the appropriate period be included in the computation of 
average immediate harvest value." (pages vii, 75-76, 
yellow section) 
Board of Equalization Response 
"We agree with the recommendation and believe it is 
only proper to allow for typical amount of loss due to 
natural causes. We additionally would recommend that 
excessive salvage during the appraisal period should be 
smoothed out to more nearly represent a normal salvage 
pattern. An example of nontypical salvage would be where 
there was a substantial increase in the harvesting of 
salvage material during an abnormal drought." 
H. TAXPAYER INFORMATION BOOKLET 
Legislative Analyst Recommendation 
"The board has been considering the preparation of a 
step-by-step instruction booklet concerning how to prepare 
yield tax returns. We believe that a taxpayer information 
booklet would be valuable to occasional harvesters and 
could result in savings of administrative costs to the 
board. For these reasons, we recommend that the board develop 
a simple instruction booklet designed primarily for the 
small harvester to accompany the yield tax return. 




Board of Equalization Response 
"We agree with the recommendation. A 
tional write-up is presently sent to new rs and 
interested parties. This was written 
updated and put into a pamphlet or book 
form. A simple booklet of instructions should be gene 
enough such that it would not entail updating every six 
months, as new instructions 
lished." 
I. TIMBER ADVISORY COMMITTEE 
Legislative Analyst Recommendation 
"The Timber Yield Tax Act 
a Timber Advisory Committee (TAC) to 
cerning regulations governing the 
timberland. Generally, the TAC 
and important role. However, 
TAC should hold more of its 







an effort to 
more of its meetings in those areas of the state where 
meetings have not been held so as to encourage greater 
access. (page viii, 78-79, yellow on) 
Board of Equalization Response 
"This recommendation, while we concur 




"Much of the input to this 
staff of the Board. Information all sources comes to the 
attention of the staff where it is inves , where possib 
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documented, and reported to the Timber Tax Advisory 
Committee for their consideration. Most of the meetings 
are devoted to a review of the staff's procedures and 
recommendations. Both large timber owners and small 
timber owners are represented by committee members as 
are the county assessors. 
"Most of these meetings are of a half-day duration and 
are generally held in conjunction with the adoption of a 
new value schedule or a scheduled Sacramento Board of 
Equalization meeting. These meetings should more appro-
priately be held in or near Sacramento to improve the 
interaction with the Board and its staff. 
"Those meetings that are purely data gathering or 
designed to involve more taxpayers could be held where 
the majority of the taxpayers are located. 
"Expenses for Timber Advisory Committee meetings are 
paid from the Board's Timber Yield Tax budget which comes 
from the Timber Yield Tax Fund. The frequency of these 
meetings and their location should therefore be evaluated 
with cost-benefit in mind and not just appearance. 
"If out-of-town meetings are to be scheduled in greater 
number, then more attention should be given to media noti-
fication to stimulate taxpayer participation." 
J. IDENTIFICATION OF OLD VS. YOUNG GROWTH TIMBER 
Legislative Analyst Recommendation 
"Timber industry representatives, primarily larger 
operators, sometimes have difficulty in determining 
whether the timber they have harvested is young or old 
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growth under the board's rules. The board deals with this 
reporting problem by having its foresters note the age 
classification of timber sold, at the time these sales are 
used to set harvest values. We recommend that the board 
continue to (a) record the age class of timber sold and 
(b) explore the possibility of revising its definition of 
old and young growth to reduce the problem of taxpayer 
confusion." (pages vii, 79-80, yellow section) 
Board of Equalization Response 
"We agree with the recommendation, as the value 
difference between old growth and young growth is generally 
substantial and is one of the most important value factors. 
In addition, we will reexamine our present definition to 
see if clarification would be helpful. In most instances 
a professional forester would not have difficulty in 
classifying old growth and young growth timber using the 
Board's five characteristics. The real problem arises 
when a taxpayer misreports the quantity in each category. 
If a dispute arises between a taxpayer and the Board, it 
is most difficult and time consuming for the staff to 
classify the timber after it has been harvested." 
K. TIMBER TAX DIVISION DATA PROCESSING SYSTEM 
Legislative Ana~_yst Recommendation 
"On the basis of a recent study of the Timber Tax 
Division's data processing system, the board determined that 
the current system has a number of problems: (1) lack of 
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flexibility, {2) extensive manual processing, (3) invalid 
and incomplete data, (4} untimely data, and (5) lack of ade-
quate controls. 
"The board is currently studying the. feasibility of 
certain improvements to the Timber Tax Division data process-
ing system and has made some interim improvements in its 
current system. We recommend that the board continue to 
explore both (1) the feasibility of a major modification 
of the Timber Tax Division's data processing system to 
bring it in line with the needs of the division and (2) 
interim modifications of the current system to improve the 
timeliness and reliability of the data." (pages ix, 80-82 
yellow section) 
Board of Equalization Response 
"(1) It was anticipated that the feasibility study 
for the major modification of the Timber Tax Division's 
data processing system would be completed during fiscal 
year 1980-81. The Department of Finance denied approval 
to complete the study. We will make another effort to 
obtain approval. After approval of the study, the develop-
ment phase will take at least 18 months. This is based on 
developing segments of the system on a priority basis. 
"(2) The Board's detailed study of the division's 
data processing system did not recommend any major changes 
in the interim. However, minor corrections to the system 
have been made." 
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L. TAXPAYER AUDITING 
Legislative Analyst Recommendation 
"The board's audits of taxpayer accounts through July 1979 
have resulted in net refunds to taxpayers of more than 
$60,000. The large amount of refunds is at least partly due 
to the newness of the yield tax system and taxpayers' lack 
of familiarity with reporting requirements under the law. 
"The board also audits accounts on a "100 percent" 
rather than a "sample" basis, whereby 100 percent of the 
data entered on returns is verified. 
"We recommend that the board (1) make a comparison 
of audit results using 100 percent and sample audits and 
(2) devise criteria for determining which accounts to audit. 
In the short term, the board should continue to devote a 
significant portion of its audit resources to audits of 
small taxpayer accounts because of the relatively higher 
ratio of tax change per hour for deficiencies ~o tax change 
per hour for refund for these accounts." (pages ix-x, 82-86 
yellow section) 
Board of Equalization Response 
"We agree with the recommendations and will, as time 
permits and field audit experience is gained, compile data 
for comparison of audit results obtained by sample basis 
versus 100 percent verification. Also, primarily through 
field audit experience and account review, criteria for 
determining which accounts to audit will be developed. In 






SEN ATE LH..LJL 
February 
An act to amend Sections ~~ 
38906 of the Revenue and Taxation 
and making an appropriation 
1031 
a 
relating to taxation, 
LEGISLATIVE COUNSEL'S DIGEST 
SB 1631, as amended, Johnson. Timber yield taxes. 
Under the existing Timber Yield Tax Law, the state 
revenues derived from such tax are continuously 
appropriated for subventions to local government according 
to specified criteria. 
This bill would alter this existing appropriation by 
providing for subventions to each county of timber yield tax 
revenues obtained from within such county. 
Vote: %. Appropriation: yes. Fiscal committee: yes. 
State-mandated local program: no. 
The people of the State of California do enact as Foilows: 
1 sgcTION h Section ~ e.f fft.e Reventie ttftfi 
2 Taxation Cede is amended ffi f-etl4 
3 ~ w O-ft March±;~ ttftfi March+ e.feaeh: year 
4 thereafter, ttp ffi ttftfi including March±; -l-9+9; timberland 














3 8i+e I .... : ..................... $8Q 
4 ~H ........................ $eG 
5 8i+e .J..I.I . . . . .. .. .. . . .. .. .. .. .. ~ 
6 Si+eW ...................... ~ 
7 Si+e¥~ 




;:: Htftt Hte restnetea ~ 
harvesting Hfl"H**' 
certify ~ ¥&KH'!S 
January W ef each y-ear. Stieft sef:teattte 
effect ttfl-Hl subsequent reYisioR 
orovisioRs ef fh:is subdivisioR. 
iet CommeReing January ~ IJotuo 
collect ~ ~ a:s ffiitY' -be Reeessary t-e accurately ~.w.A 
29 timberland pursuant t-e suhdivisioR * 
#t- ffi pFOmulgatiRg regtdations pursuaBt 
31 subdivision -(-at Hte board sftftU determiRe Hte ~ 
32 ~ timberlaRd subject t-e Hte followiRg. 
33 fl+ +h-e board sftftU ha:se Hte ¥&l-ue ef ~ le:ttd ttf*ffi 
34 Hte existence ef a: 10/~·ear CI'lfureeable restriction 
35 commonly accepted s:;•stems ef ·raluatioH. 
36 -fBt- \Vhen Hte board is vah:IiRg timberlaHd 'Af'-1~~ .... 
37 within a: timberland presen·e ~ -9y comparison 
38 sa:les ef 6tftet: timberltlftti properties ffi ~ t-e 
39 considered comparable, Hte properties seM 
40 ~ ±eG aeres ffi ~ tlftti sftftU -be similarlv ~~~f'i. 










timber within such areas as 
period. Such values 
adopted pursuant to 
from the best 
proceeds from sales on 
38 and character 
39 from sales 
to 
SB 1631 -4-
1 attnbutable to valUe on 
2 · or a combination 
3 determined in a manner which makes 
4 allowance for differences in age, size, quality, cost of 
5 removal, accessibility to point of conversion, 
6 conditions and other relevant factors. 
7 (b) The board, either on its own motion or $ 
8 to application from a timber owner, 
9 immediate harvest values 
10 timber values that 
11 flood, disease, insect damage or other cause, 
12 or thereof in which damaged timber is 
13 board shall specify any additional 
14 requirements to be complied 
15 paying the tax on such timber. 
16 SEG:- 3-:-
17 SEC 2. Section 38904 of Revenue 
18 Code is amended to read: 
19 38904. The money in the Timber Tax is 
20 appropriated as follows: 
t; 21 (a) To reimburse the General Fund for funds 
22 advanced for costs incurred by the 
23 administration of this part in amounts 
24 approved each fiscal in the Budget Bill. A\ 
25 this amount be reimbursed the 1:_.3' 
26 November SO, and 
27 the event that not funds 
28 are · actually expended 
29 succeeding fiscal year, 
30 the General Fund on by 
31 an amount equal to the the 
32 preceding fiscal year. 
33 (b) To reimburse the 
34 advanced for costs 
3.5 administration of Section 4582.8 the 
36 Code in amounts identified and 
37 year in the Budget BilL 
38 (c) To the Controller to allocate 
39 38905. 





































by a tabulation tax 
of the county's 
moneys. 
(b) Upon receipt funds pursuant subdivision (a), 
the county auditor shaH within 10 distribute the 
funds among the taxes or ad valorem 
area, in the 
harvest factor 
watcu pursuant to the sum of 
38 harvest factors in the county. 
On or before August 1, and each August 1, 









( , the auditor as 
the lien date, may 
22 information on boundary changes 
23 alterations. establishing the harvest factor for a new 
24 district, an auditor shall assume that yield taxes 
25 collected within boundaries of the new 
26 previous 12 quarters. 
• 
• 
ASSEMBLY REVENUE AND TAXATION COMMITTEE 
ASSEMBLYMAN WADlE P. DEDDEH, Chairman 
June 9, 1980 
SB 1631 (JOHNSON), AMENDED JUNE 4, 1980 
SUBJECT: Timber Yield Tax Revenue Allocation 
WHAT THE BILL DOES: 
1. Amends Section 38905 (R&TC) to provide that timber 
yield taxes will be allocated to counties on the 
basis of revenue generated within that county, 
rather than on the basis of a minimum revenue 
guarantee. 
2. Amends Section 38906 to provide that the balance of 
money in the Timber Tax Reserve Fund on each August 1 
be allocated to counties "in accordance with Section 
38905". 
3. Deletes references in statute to 1975-76 and 1976-77 
appropriations and deadlines (non-substantive). 
4. Bill takes effect January 1, 1981. 
BACKGROUND: 
Beginning with the 1977-78 fiscal year, ad valorem 
property taxes on standing timber were replaced with a 
state-administered timber yield tax. Those counties 
which received property tax revenues from timber in 
the years 1972-73, 1973-74, and 1974-75 were guaranteed 
the average of those amounts in1timber yield tax revenue 
under the new law. 
Timber yield tax revenues collected in excess of this 
"minimum revenue guarantee" (MRG) accumulate in a 
reserve fund. This reserve is insurance for local 
agencies, so that if collections in a future drops 
below the aggregate MRGs of all local agencies, the 
money in reserve can be used to meet the guaranteed 
level of payments. 
If revenues in the reserve fund exceed $8 million, then 
the amount above $7 million is allocated to local agencies 
in proportion to the total tax generated by each county 
(this ensures that at least $1 million will be allocated). 
This is called the "surplus allocation". 
The MRG is disbursed half on November 30 and half on May 31 
of each fiscal year. The surplus allocation is made each 
August 1, if sufficient funds exist to trigger such 
disbursement. 
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June 9, 1980 
SB 1631 (JOHNSON), AS AMENDED JUNE 4 , 1980 
Page 2 
FISCAL 
school funding costs if there 
ld tax revenues received by schools. 





counties, J.n effect "re-slicing the pie". It 
the pie itself (level of revenues) either 
smaller. Thus, a county will either get more 
at present. As noted in Comment #3 
bill contains no method of distribution to 
thin each-county, thus the ultimate 
revenue effect J.S unknown. 
Table I attached shows the winners and losers based on 
data most recent 4 quarter's operation of the 
timber tax. It compares what each county would 
have if they got back 100% of the revenue 
generated their county (SB 1631) ,to what they 
actually received under current law. (For purposes of 
this comparison, offsets for Board of Equalization 
administrative costs are ignored.) 
The table shows that 15 counties in 1979-80 would have 
been better off with the "point of harvest" ~!-location app 
under SB 1631, while 13 others are better off under the 
"MRG" approach. (Some counties flip-flop from one year 
to Whether a county is better off under "point 
of a function of harvest activity, and since 
this year-to-year, the pattern of winners and 
losers change annually.) 
IT MUST BE NOTED THAT JURISDICTIONS THAT RECEIVE EXTRA 
MON~NDER THIS BILL WILL NOT BE ABLE TO SPEND SUCH MONEY 
IF THEY ARE AT TH~P'RO'P':" 4 APPROPRIATIONS LIMirr=--
COMMENTS: 
1. stems from the dissatisfaction among some 
counties who contribute more in revenues than they 
receive under the guarantee. 
The purpose of the guarantee was to ensure that no 
jurisdiction heavily dependent on timber-source 
revenues would get 11 Wiped out" due to fluctuations 
in harvest activity. Under "point of harvest", if 
no harvest occurs within your jurisdiction, you get 
no money. Under the MRG, you get as a minimum an 
amount based on what you formerly received under the 
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, the MRG 
tional 
Further, the surp al ensure that excess 
revenues above the MRG go back on a 
point of harvest basis. Over time, the idea was that 
counties would receive a sizeable portion of their total 
revenues from this allocation, although they 
would never receive than MRG. However, with 
the passage of Prop. 13, the timber tax rate was chopped 
in half, from 6% to 3%, and thus the level of revenues 
generated dropped down to a level which barely sustains 
the MRG allocations alone. 
As pointed out in Table I, many counties lose revenue 
as well as gain. For example, the 13 counties of 
the 1st Senatorial District, seven (Siskiyou, Trinity, 
Shasta, Placer, Nevada, Tehama and Yuba) would have 
lost revenues in 1979-80, while six (Butte, Glenn, 
Modoc, Lassen, Plumas and Sierra} would have gained 
revenues, for a net loss of $1.28 mil to the 13 
counties in the aggregate. net s ~o these 
counties is made up as a gain among counties elsewhere 
in the state.) 
As drafted, the bill is simply unworkable, for the 
following reasons, among others: 
a. The bill requires allocation point of harvest 
but does not repeal the minimum revenue guarantee 
(MRG) • The two will work at cross-purposes to each 
other. If a county receives less than its MRG 
because a harvest was low, the Board of zation 
may be required to impose a surcharge rate to raise 
more yield tax revenues (Sections 38905(b), 38907 
and 38303), since the amendment to Section 38906 would 
deplete the entire reserve fund on August 1, 1981. 
c. Section 38906 says the reserve fund shall be allo-
cated "in accordance with Section 38905". This 
cannot occur because 38905 requires return of 100% 
of the "annual yield tax revenue obtained from 
within such county", and there is no correlation 
between amounts in the reserve fund and the county 
from which they were derived, and these funds 
accumulated over several years. 
d. No payment dates are specified in the proposed 
statute. 
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e. It is not "annual" means on 
a seal or calendar or harvest year basis. 
f. There is no balance left in the funds to handle 
claims by timber taxpayers for refunds which 
may arise between collection dates. 
g. There is no provision for allocation of the 
money to jurisdictions within the county from 
the main Timber Tax Fund (Sec. 38905) , although 
reserve fund money (Sec. 38906) is to be allocated 
by tax code area. The current allocation is 
based on the MRG, but this language is deleted 
by the bill, with no substitute. 
h. Government Code language requiring annual modifi-
cation of county MRGs remains intact, thus forcing 
administrative time and expense toward no useful 
end. 
4. The Legislative Analyst is currently working on a 
comprehensive evaluation of the yield tax system. 
His report was due March 1, 1980, but has been delayed, 
and is now expected later in June. 
For such a major change as this bill proposes, it 
would appear premature to act without better informa-
tion and a full and complete study, as the Legisla-
ture intended when the timber tax was first enacted. 
This Committee has tentatively scheduled a day's 
interim hearing on timber taxation this fall, at 
which time this bill and the Analyst's recommendations 
could be studied. 






6. Related Legislation: AB 2544 (Mello) which seeks to 
rev1se allocat1on 1n whole or in part on timberland 
acreage. It is now before Senate Rev & Tax awaiting the 
Analyst's report. 
Prepared by: Bob Leland 
June 3, 1980 
BL:al 
Attachment (Table I) 
47 
JUNE 9, 1980 

































COMPARISON OF REVENUE ALLOCATION ALTERNATIVES 
CURRENT LAW VS. SB 1631 
1979-80 
Current Law 
(ll (2) (3) 
Revenue Surplus (a) Total 
Guarantee Allocation Revenues 
Received 
$ 29,203 $ 10,996 $ 40,199 
82,618 55,019 137,637 
241,584 108,200 349,784 
119,328 145,424 264,752 
3,531,569 1,350,857 4,882,426 
641,570 326,765 968,335 
287,798 150,639 438,437 
205,435 77,324 282,759 
7,491,443 2,183,576 9,675,019 
47,665 48,979 96,644 
300,837 273,534 574,371 
47,471 115,765 163,236 
32,459 14,890 47,349 
2,785,733 1,453,080 4,238,813 
254,921 259,110 514,031 
360,213 129,089 489,302 
1,127,048 377,953 1,505,001 
1,032,932 565,968 1,598,900 
3,059 47,111 50,170 
2,560,879 783,142 3,344,021 
355,197 237,107 592,304 
2,410,372 1,319,368 3,729,740 
40,848 62,098 102,946 
945,917 350,327 1,296,244 
1,541,380 678,266 2,219,646 
236,388 117,267 353,655 
167,273 269,823 437,096 
201,753 38, 311 240,064 
$27,082,893 $11,549,988 $38,632,881 
SB 1631 Difference 
Approach (a) 
( 4) (5) 
Total(b) Revenues 
Revenues Generated 
Generated Less Revenue 
Guarantee 
(4)- (1) 





























Summary: 13 out of the 28 counties would have lost revenue in 
1979-80 if SB 1631 had been in effect and the other 15 
counties would have gained revenue. 
Notes: (a) The surplus allocation in August 1979 was the only 
one made since enactment of the timber yield tax law, 
so it is omitted for basis of an "on-going" comparison 
of SB 1631 to current law. 
(b) based on actual data for 2d, 3d and 4th quarters 
1979, and an estimated proration among counties of the 
$1,696,738 statewide collection from 1st quarter 1980, 
based on the preceeding three quarters. 
Source: Board of Equalization and Controller's 






AMENDED IN SENATE JUNE 9, 1980 
AMENDED IN ASSEMBLY APRIL 14, 1980 
CALIFORNIA LEGISLATURE-1979-80 REGULAR SESSION 
ASSEMBLY BILL No. 2544 
Introduced by Assemblyman Mello 
February 27, 1980 





An act to amend and repeal Section 27 423 of the S 
Government Code, to amend Sections 38303, 38904, 38905, !;! 
38906, 38907, and 38908 of, and to add Sections 38905.1 and 
38906.1 to, the Revenue and Taxation Code, relating to timber ~ 
taxation. 
LEGISLATIVE COUNSEL"S DIGEST 
AB 2544, as amended, Mello (Rev. & Tax.). Timber 
taxation. 
Existing law provides for the special assessment of 
timberlands for purposes of property taxation, and imposes a 
yield tax on timber. The law requires the State Controller to 
determine, as prescribed, a county's "annual yield tax 
revenue guarantee" for purposes of allocation of yield tax 
revenues under the law. 
This bill would pro·tide a procedure ey \vhich the ~ Bf 
supervisors sf a county ffir ·.:v·hidl fhe Controller hH'l e~rt~[if: ... ,l 
a revenue gmuantee ef letffl ~ $_L_}_j_j___ iro-t -w-J::Hffi has 
d ·--1- • 1 • - • r· d zene pru-~1 ttS a tlmoer!and pi eser-ve ~ ~ !:lpeeme , 
eettkl apply te .fhe Sffife Board ef Equalization fer tt 
recomputation ef .fhe revenue guarantee revise the method 
and procedures for allocating the revenues the timber 
The 
-2 




2 is amended to read: 
as 
3 27423. On or before May 1, 1977, tne assessor 
4 each county for the local roll State of 
5 Equalization for board roll determine 
6 assessed value attributable to timber, as 
7 subdivision (a) of Section 431 of the Revenue 
8 Taxation Code, of each tax rate area for the 1972-73 to 
9 1974-75 fiscal years, inclusive. Such values shall 
10 the corrected, equalized assessment roll for each 
· 11 year, including escape assessments subsequently added 
12 to the roll. Escape assessments determined subsequent to 
g 13 June 30, 1975, for any of the three fiscal years specified 
14 shall be reported to the county auditor who shall certify 
15 to the Controller a revision in the amounts of average 
16 annual property revenue attributable to timber for 
each affected jurisdiction on or 
18 1977, and July 15 

































of (1) amount of 
reallocation from the 
own contribution 
-3-
rate) for such fiscal 
by the amount of 
timber divided by the amount 
the school district, for 
Each county auditor shall certify 
a list of this amount for each .......... LUFo, 
and the total of all such amounts 
auditor shall keep such records 
necessary to make distribution of 
Section 38906 of the Revenue and 
(c) flt The State Controller may 
information pertinent to 









3 new or revised tax revenue 
4 attributable to timber for taxing agency 
5 effective after July 1 of the preceding calendar year 
6 on or before july 1 of the current calendar year, either (1) 
~ 
7 underwent "governmental reorganization," as described ~ 
8 in Section 2295 of the Revenue and Taxation Code, or (2) " 
9 underwent "functional consolidation," as described in 
10 Section 2305 of the Revenue and Taxation Code, or (3) 
11 gained approval from its voters to levy an additional 
12 property tax rate, effective with the next succeeding 
13 fiscal year. 
14 For purposes of this subdivision, the average annual 
15 property tax revenue attributable to timber for a taxing 
16 agency formed subsequent to June 30, 1975, shall be 
17 calculated as follows: 
18 ( 1) The average annual assessed value attributable to 






















as determined by the assessor or the board pursuant to (', 
subdivision (a), which correspond to new agency's .. 
boundaries, as if that agency had actually existed during 
fiscal years 1972-73 to 1974-75, inclusive, and sum 
shall be multiplied by 
(2) A tax rate represented by 80 1""1 
maximum tax rate the new taxing agency was·· 
the voters to levy in its first full of 
For purposes of this subdivision, 
property tax revenue attributable to 
agency formed prior to 30, 1975, 
territory subsequent to shaH to it 
the sum of the values of the tax rate areas, as determined 
by the assessor or the board to subdivision (a) 1\ 
which corresponds to was annexed, 
multiplied by the during 
fiscal years 1972-73 
agency which annexed 









6 property tax rate to incurred tpe pursuant 
7 to the functional consolidation. a agency which 
8 subsequent to June has transferred it 
9 responsibility of a 
10 or program, the average 
11 attributable to timber shall the 
12 annual assessed value attributable to for that 
13 agency multiplied by the average tax rate levied by the 
14 taxing agency during fiscal years 1972-73 to 1974-75, 
15 inclusive, for the support of such service or program. 
16 For purposes of this subdivision, an additional 
17 property tax rate is approved by of a taxing 
18 agency in the preceding shall 
19 have its average 
20 attributable to timber 
21 a functional consolidation 
22 funding of a new 
23 that such revision will 
24 time as that authorized by the 
25 the additional voted tax rate. 
26 (e) On or before 
27 each year thereafter, 
28 county auditor the 
29 pursuant to subdivision (a) or (d) 
30 property tax revenue attributable to 
31 more taxing agencies, to take 
32 year. The Controller shall adjust correct any 
33 calculation deemed to be inaccurate, prior to such 
34 certification. The amount added to or deducted from a 
35 county's previous tax revenue guarantee \Vill 
36 be the property tax revenue to timber, as 
37 certified to the Controller by pursuant 




3 effect until 
4 (f) Upon receipt of the amount certified by 
5 Controller pursuant to subdivision (c) or (e), the county 
6 auditor shall within 10 days certify to each taxing agency 
7 its share of this amount, and shall deliver to the county O 








4 force or effect with~.,.,"~"''"''" 
5 thereafter. 
6 SEC. 2. 








































~ Amounts identified and approved 
ftsetH ~a-s approved each fiscal year in 
One-half of this amount shall be 
Fund on November 
one-half on May 31. In the event 
• 
approved in the Budget Bill are actually expended by the 
board, then in the succeeding fiscal year, the amount to 
be reimbursed to the General Fund on November 30 shall 
be reduced by an amount equal to the unexpended 
appropriation of the preceding fiscal year. 
(b) To reimburse the General Fund for funds 
advanced for costs incurred by the State Forester 
administration of Section 4582.8 of the Public 
Code a-s foHo'lt'S: in amounts 
fit Thirteen thousand fW.e hundred dollars ($13,500) 
fat. ftsetH ~ 1975,l~ ftftd l976t77. 
-fQt Amounts identified and approved in subsequent 
~~a-s appro¥ed each fiscal year in Budget Bill. 
(c) To the Controller to allocate pursuant to Section 
38905 or 38905.1. 
(d) To pay refunds authorized by this 
imposed pursuant Section 38115 
penalties, and other amounts paid or .._v~~'-''"' 
to this part and deposited in the Timber 
SEC 4. Section 38905 of the Revenue 
Code is amended 
38905. (a) For the 
shall transmit to the 
annual yield tax revenue 
either subdivision 
Government Code 








8 shall on 
9 yeu Me 
10 30, and 50 percent on ....... 
11 allocate moneys received 
12 taxing agencies the proportions 
respective agencies in the county's 




















subdivision (c) or of 
Government Code. 
(b) The Controller 
Reserve Fund 
hundred fifty uvua.1. 
Tax Fund on June l, 
thereafter following auvcauvu. 
(a); provided, that 
Reserve Fund, following 
dollars ( $8,000,000) or 
million dollars ($7,000,000) be 
Controller as provided subdivision 
and county 
provided in subdivision of 
(c) In the that balance 
Fund is insufficient 
this section, the 












3 38905.1. (a) For the 1981-82 fiscal year and 
4 thereafter, the Controller shall transmit to each county 
5 treasurer the amount computed pursuant to subdivision 
6 (b). These amounts shall be distributed on the following 
7 dates of the fiscal year for which they are made: 50 I 
8 percent of the amount on November 30, and 50 percent 
9 on May 31. 
10 (b) The board shall annually calculate county's 
ll share of timber tax revenue pursuant to this subdivision, 
12 and shall certify such share factQrs to the Controller by 
13 june 30 .. 
14 (1) The board shall identify and group counties by 
15 the timber value area, designated pursuant Section 






4 county is located, as determined 
5 (2). 
6 (7) The board roraJ acreage 
7 land as and total acreage 
8 of publicly owned land as defined in 
9 Section 51100 of within all 
10 counties tim her 
11 areas, as of April 1 
12 (8) The board 
13 land zoned as timber land preserve, 
14 of publicly oyvned that is UAA•<V._.. 














































paragraph (2). This sum 
yield tax allocation for that payment date, 
transmitted to the county treasurer. 
• 
(d) The board shall determine for each tax 
collections arising in each of the county s tax rate areas 
the five preceding harvest years, as defined in 
(f), and shall this 
auditor. 
(e) The county auditor shall allocate 
by the county treasurer under subdivision the 
various tax rate areas in the county in proportion to the 
tabulation determined by the board under subdivision 
(d). Each jurisdiction, as that term is defined in Section 
95, within a tax rate area, shalJ receive a of the yield 
tax revenues in the same proportion as 
property tax from that tax area 
year pursuant to Chapter 6 (commencing 
95) of Part 0.5 of Division 1. 
(f) For purposes of this section, 
the period of each April 1 through and including the 
following March 31. For purposes of the computations 
made pursuant to this section for fiscal year 1981-82, the 
"five preceding harvest years" shall mean the period of 
April 1, 1977, through and including March 31, 1981. 
(g) Any county which has not adopted 
compliance with provisions of 
(commencing with Section 51100) 1 
of Title 5 of the Code, or has t-r.,c,,.u;·•"'""' 
complied with the of that chapter, as 
determined by the State of Forestr)'~ shall not be 
entered in to the board this 
section and no amount revenue shall 
be allocated to such 
(h) For purposes 
figures pursuant 

















































2 is 2 
3 quarterly average and such dollar rate; and 3 
4 ( 4) The proportion that each taxing agency's harvest 4 
5 factor bears to the sum of the harvest factors for all taxing 
6 agencies in the county. 
7 (d) In determining the harvest factor in subdivision 
8 (c), the auditor shall adjust for boundary changes as of 
9 the last lien date, and may require from the county 
10 information on boundary changes necessary to make such 
11 alterations. In establishing the harvest fac~pr for a new 
12 district, an auditor shall assume that yield taxes have been 
13 collected within boundaries of the new district for the 
14 previous 12 quarters. 
15 SEC 7. Section 38906.1 is added to the Revenue and 
16 Taxation Code, to read: 
17 38906.1. On August 1, 1982, the Controller shall 
18 transmit 100 percent of the balance of funds in the 
19 Timber Tax Reserve Fund to the Timber Tax Fund. 
20 SEC 8. Section 38907 of the Revenue and Taxation 
21 Code is amended to read: 
22 38907. On or before December 2, 1978, and each 
23 December 1 each year thereafter to and including 
24 December 1, ±98± 1980, the Controller shaH certify to the 
25 State Board of Equalization the amount necessary to 
26 restore any deficient 
27 subdivision 
28 to bring the current 
29 Fund up 
30 December 31, 1981, 
31 State Board of amount necessary to 
32 restore any deficient as provided in 
33 subdivision (c) of Section 
34 SEC 9. Section and 1 
35 Code is amended to 
36 38908. Local 
37 allocated funds 
38 38906, or "''"'' 
39 
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Assembly Bill 2544 (Mello) 
As Amended June 9, 1980 
He te June 11, 1980 
Senate Committee on Revenue and Taxation 
John W. Holmdahl, Chairman 
SUBJECT: Timber Yield Tax Revenue Allocations 
CURRENT LAW: 
ting law provides a method for the levy, collection and distribu-
tion of the timber yield tax commencing in 1977-78. The tax is levied 
at the point of narvest. The distribution of the tax works as 
follows: 
1. Each local agency receives an "annual yield tax revenue guarantee" 
which is the average annual property tax revenue attributable to 
timber over the three years prior to the change in the tax system 
(1972-73, 1973-74, and 1974-75). 
2. Revenue generated in excess of the guarantee goes into the 
Timber Tax Reserve Fund which is distributed on a situs basis 
3. If insufficient funds are available to meet the revenue guarantee, 
each agency gets proportionately less. 
The Timber Tax Reserve Fund was established from which monies are 
allocated to make up the difference between actual collections 
the annual yield tax revenue guarantee. This fund was initiated 
a .5% surcharge to the basic yield tax rate. After the first year 
the surcharge is reimposed for 12 months if the Fund balance is less 
than $5 million. After the first year the surcharge is set by the 
Board of Equalization at whatever rate is needed to restore the 
"deficit". However, authority to levy such a surcharge terminates 
effective January 1, 1982. 
Current law provides, with regard to the valuation of timberland, 
that the maximum value of each acre of timberland within each site 
class, within a timberland preserve zone would be determined by the 
State Board of Equalization based on specified procedures which 
essentially provide that 10% is the average percent of income from 
potential annual yield of wood that can be attributed to timberland 
as a productive component contributing to such income. In addition, 
existing law specifies that the value of each acre of timberland is 
presumed to be no less than $20 per acre. 
PROPOSED LA~J: 
Assembly Bill 2544 proposes to continue the current timber yield tax 
revenue distribution system described above through 1980-81. 
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PROPOSED LAW: - continued 
AB 2544 then provides that, beginning in 1981-82, the existing timber 
tax revenue distribution system would be repealed and, in its place, 
the following distribution system would be enacted: 
1. All timber yield tax revenue would be apportioned to each of the 
nine timber value areas of the State in accordance with the 
previous five-year average of timber yield taxes collected in 
such areas compared with the statewide total for the previous 
five years (five-year rolling average concept). 
2. The amount allocated to each timber value area would be appor-
tioned to each county within the timber value area on the basis 
of: 
a. 1/2 of the total timber value area allocation is divided 
among the counties by determining the county's five-year 
average timber yeild tax revenue compared to the five-year 
average in the timber value area, and 
b. 1/2 of the total timber value area allocation is divided 
among the counties by determining the average timberland 
acreage in each county (Timberland Preserve Zone for 
private land; timberlands able to produce 15 cubic feet/ 
acre/year for public-owned lands) compared to the total 
timberland acreage in the timber value area. 
3. Counties would distribute their timber yield tax allocation 
based on their AB 8 prop~rty tax formula. 
In addition, AB 2544 would cut off the reserve fund tax rate applica-
tion 1/2 year earlier than it would have, as a result of the timing 
of AB 2544. (Reserve fund rate is a surtax that enables the Timber 
Reserve Fund to accumulate sufficient revenue to permit an allocation 
of the minimum reserve guarantee.) 
AB 2544 states that the intent is to provide for a comprehensive 
revision in the manner in which timber yield tax revenues are allocated 
to local governments, based in whole or in part on the acreage of land 





AB 2544 may not impact local government, in the aggregate, but would 
impact various counties for the following reasons: 
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- continued 
1. Some revenues, e.g., c ect more 
re to them. 
2. Some counties get small quantities because 
assessed for or other purposes and co~nerc 
timber was not considered an assessable value. Conse 
their guarantee did not reflect the actual of t 
though of the land, as a result of other provis 
Yield , must be now assessed at its commercial 
value. 
D 3. Some counties, due to timber cutting history, had a 
deal of standing timber placed under a constitutionally 
status during the time period the guarantee is calculated. 
means that they feel that their guarantee is lower than 
be. 
Therefore, would be winners and losers. 
COMMENTS: 
1. Since the passage of Proposition 13, concern has been 
several counties over the ability of the yield tax to 
sufficient revenue to maintain their base year guarantee. A 
variety of options are being discussed to create a new 
tion system. By the end of June, the Legislative Analyst 
presenting a report to the Legislature on this issue inc 
a list of options for the distribution of the revenue from 
tax. Would it be more appropriate to delay AB 2544 pending 
receipt of the Analyst's report? 
2. This Committee heard and passed SB 1631 (Johnson) on 
1980. SB 1, which deals with the same topical area 
yield tax revenue allocations, was heard by the Assemb 
on Revenue and Taxation on June 9, 1980. SB 1631 was 
Committee pending the release of the Legislative 
Should the same be done with AB 2544? If so, an 
must be added. 
3. The thrust of AB 2544 is to provide a distribution system t 
reflects present conditions rather than past conditions, while 
providing a stable revenue flow by: 
a. Permitting revenue to be grossly allocated in accordance with 
location of cut, thereby reducing the possibility of giving 
counties with large acreages of low value timberland rela-
tively greater shares of the total revenue pot than it deserves. 
b. Using a five-year rolling average of revenues. 
c. Representing timberland in the allocation formula since 
harvest rates may vary considerably each rear from county 
to county and the timberland acreage is v1rtually constant. 
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LEGISLATIVE HISTORY: 
Assembly Revenue and Taxation (4/7/80) Ayes-11, Noes-1 
Assembly Ways and Means (5/1/80) Ayes-17, Noes-0 
Assembly Floor (5/12/80) Ayes-60, Noes-4 
Fiscal Committee: Yes 
------------------------------------------------------------------





CONSTITUTION Of THE STATE OF CAUFORNIA 
As amended November 
in e 
Art. xm. t 3 
[ TimtHir Enmpfifm] 
, and presently 
m immature forest trees planted on lands not previously bearing 
merchantable timber or planted or of natural growth on lands from 
which the merchantable original growth timber stand to the extent of 
70 percent of trees over 16 inches in diameter has been removed. 
Forest trees or timber shall be considered mature at such time after 40 
years from the time of planting or removal of the original timber when 
so declared by a majority vote of a board consisting of a representative 
from the State Board of Forestry, a representative from the State Board 
of Equalization, and the assessor of the county in which the trees are 
located. 
The Legislature may supersede the foregoing provisions with an 
alternative system or systems of taxing or exempting forest trees or 
timber, including a taxation system not based on property valuation. 
Any alternative system or systems shall provide for exemption of 
unharvested immature trees, shall encourage the continued use of 
timberlands for the production of trees for timber products, and shall 
provide for restricting the use of timberland to the production of 
timber products and compatible uses with provisions for taxation of 
timberland based on the restrictions. Nothing in this paragraph shall be 
construed to exclude timberland from the provisions of Section 8 of this 
article. 
~ Section 12-3/4 of Article XIII, in effect 
prior to November 6, 1974 
[ TrHI ond Vimu Ex11mption] 
SEC. i2%. Fruit and nut-bearing trees under the age of four years 
from the time of planting in orchard form, and grape vines under the 
age of three years from the time of planting in vineyard form, and all 
immature forest trees which have been planted on lands not previously 
bearing merchantable timber, or planted or of natural growth, upon 
lands from which the merchantable original growth timber stand to the 
extent of seventy per cent of all trees over sixteen inches in diameter 
has been removed, shall be exempt from taxation, and nothing in this 
article shall be construed as· subjecting such trees and grapevine and 
forest trees to taxation; provided, that forest trees or timber shall be 
considered mature for the purpose of this act at such time, after forty 
years from the time of planting or removal of the original timber as 
above provided, as a board consisting of a representative from the State 
board of forestry, a representative from the State board of equalization 
and the county assessor of the county in which the timber is located, 

















PART 18.5. TIMBER YIELD TAX • t 
General Provisions and Definitions. H 38101-38110. 
Imposition of the Tax. § 38115. 
Determination of Rates. H 38202-38205. 
Timber Reserve Fund Tax. §§ 38301-38303. 
Registration. § 38351. 
Determinations. §§ 38401-38452. 
Collection of Taxes. H 38501-38563. 
Overpayments and Refunds. §§ 38601-38631. 
Administration. H 38701-38706. 
Violations and Res Judicata. H 38801--38805. 
Disposition of Proceeds. §§ 38901-38908. 
CHAPTER l. GENERAL PROVISIONS AND DEFINITIONS 
§ 38101. Title. 
~ 38102. Construction. 
~ 38103: "Timber." 
~ 38103.1. "Timberland." 
§ 38104. "Timber owner." 
§ 38105. "Rate adjustment county." 
§ 38106. "Person." 
§ 38HY7. "Tax rate area." 
§ 38108. "Scaling date." 
§ 38109. "Immediate harvest value:· 
§ 38110. "Yield tax:· 
38101. Titie. This part is known and may be cited as the "Timber 
Yield Tax Law." 
38102. Construction. Except where the context otherwise requires, 
the definitions in this chapter govern the construction of this part. 
38103. "Timber." "Timber" means trees of any species maintained 
for eventual harvest for forest products purposes, whether planted or of 
natural growth, standing or down, including Christmas trees, on privately 
or publicly owned land, but does not mean nursery stock. 
38103.1. "Timberland." "Timberland" means privately or publicly 
owned land which is devoted to and used for growing and harvesting 
timber, or for growing and harvesting timber and compatible uses, and 
which is capable of growing an average annual volume of wood fiber of 
at least 15 cubic feet per acre. 
38104. "Timber owner." "Timber owner" means any person who 
owns timber immediately prior to felling or the first person who acquires 
either the legal title or beneficial title to timber after it has been felled 
from land owned by a federal agency or any other person or agency or 
entity exempt from property taxation under the Constitution or laws of 
the United States or under the Constitution or laws of the State of 
California. "Timber owner" includes any person who owns or acquires 
legal title or beneficial title to downed timber in this state. 
Hlatory.-5tata. 1t71. Ch. 1112. in effect Januery 1. 1979. deleted the word Hotateu and replaced it with uproperty'" 
after the worda uexempt fromu. 
•n.e yield ta:r imposed shall be applied on and after April!, 1977. 
t Part 18.5 was added by Stall. 1976, Ch. 176, p. 324, in effect May 2<1, 1976. 
Note.-Section 17 ofStatJ. 1976, Ch. 176, p. 351, provided that the Legislature finds and declares that the yield tax imposed 
by this act is a state ta:r which is authorized under subdivision (j) of Section 3 of Article XIII of the Constitution for the 
state purpose of encouraging the continued use of timberlands for the production of trees for timber productJ. In doing 
10. the public policy of the state as expressed in the Constitution will be entirely fulfilled and the state as a whole will benefit. 
1be yield ta:r is in lieu of oll ad valorem property ta:res on timber. 
Sees. 20 and 21 thereof provided no payment by stale to local governrnentJ because of this act. 
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38105. "Rate adjustment county:• "Rate adjustment county" means 
the following counties: Alpine, Del Norte, El Dorado, Glenn, Humboldt, 
Lassen, Mendocino, Modoc, Nevada, Placer, Plumas, Shasta, Sierra, 
Siskiyou, Tehama, Trinity, and Yuba. 
38106. "Person." "Person" includes any individual, firm, 
copartnership, joint venture, association, social club, fraternal 
organization, corporation, estate, trust, business trust, receiver, trustee, 
syndicate, this state, any county, city and county, municipality, district, or 
other political subdivision of the state, or any other group or combination 
acting as a unit. 
38107. ''Tax rate area." "Tax rate area" means a geographical area in 
which there is a unique combination of levies. 
38l08. "Scaling date." "Scaling date" means the date when the 
quantity of timber harvested, by species, is first definitely determined. 
Except for national forest'timber, the scaling date shall be no later than 
the date of delivery of the felled trees to the storage or wood-processing 
area, whichever is first, or an alternative approved by the board. For 
national forest timber, the definitely determined timber volume included 
in forest service, USDA, billing statements to timber sale contract holders, 
or an alternative approved by the board after a public hearing, shall be 
the basis for tax payment. 
Hletory.-5teta. 1979, Ch. 563,1n effect September 10,1979, added H. or en alternative approved by the a.,.rd after 
• public hearing,n after Hholdera" in the second sentence of the oecond paragraph. 
38109. "Immediate harvest value." "Immediate harvest value" 
means the amount that each species or subclassification of timber would 
sell for on the stump at a voluntary sale made in the ordinary course of 
business for purposes of immediate harvest. Such immediate harvest 
values shall be expressed in terms of amount to the nearest dollar per 
thousand board feet, net Scribner Decimal C log rule, or other unit of 
measure chosen by the board, and shall be determined in a manner which 
makes reasonable and adequate allowances for age, size, quality, costs of 
removal, accessibility to point of conversion, market conditions and all 
other relevant factors as determined by the board. 
For the purposes of this section, the immediate harvest value of 
Christmas trees shall be the sale price of the Christmas trees in quantities 
of 100 trees or more in the niarket area nearest to the place where the 
trees are cut. 
Prior to December 31, 1976, and periodically thereafter as determined 
by the board, the board in consultation with the Timber Advisory 
Committee and with the California Division of Forestry and after public 
hearings, shall adopt rules and regulations establishing a standard unit of 
measure and establishing conversion factors which convert pre·.ralent 
units of measure in use in California to Scribner Decimal C log rate :::.r 
other unit of measure chosen as a standard. 
38110. "Yield tax." "Yield tax" means the dollar amount derived by 
multiplying the net volume of harvested timber by the appropriate 
immediate harvest value per unit and by the yield tax rate. 
63 
• 
CHAPTER 2. IMPOSITION OF THE TAX 
t 38115. Imposition and rate of timber yield tax. 
38115. Imposition and rate of timber yield tax. A timber yield tax is 
hereby imposed on every timber owner who harvests his timber or causes 
it to be harvested on or after Aprill, 1977, and on every timber owner of 
felled or downed timber who acquires title to such felled or downed 
timber in this state from an exempt person or agency des.;ribed in Section 
38104 on or after that date, at the rate of 6 percent of the tota1 immediate 
harvest value of that timber or at such other rate as may be fixed pursuant 
to Chapter 3 (commencing with Section 38202) of thi.s part. The 
immediate harvest value shall be determined as of the sea Eng date. 
Hlatory.-Stata. 1m, Ch. 853. In effect September 11, 1917, added •on or- between '"3111U«'' "nd •after". 
CHAPTER 3. DETERMINATION OF RATES 
Adjustment of yield tax rate. 
Certification of yield tax rate. 
Designation of timber value areas. 
Review by Legislative Analyst. 
38202. Adjustment of yield tax rate. During December, 1978, and 
December of each subsequent year, after public hearings, the board shall 
adjust the yield tax rate to the nearest one-tenth of 1 percent in the same 
proportion that the average rate of general property taxation in the rate 
adjustment counties in the current tax year differs from the average rate 
of general property taxation in the rate adjustment counties in the 
preceding tax year. The board shall compute the average rate of general 
property taxation in the rate adjustment counties by (a) adding the 
county, city, school district, and other general taxes, but not the special 
taxes on intangibles, aircraft, baled cotton or any other property, which is 
subject to a uniform statewide tax rate, nor special assessments, and (b) 
dividing the amount obtained by the total assessed valuation in the rate 
adjustment counties, exclusive of the homeowners' and business inventory 
exemptions, as shown by the county tax rolls for the same year. 
"Total assessed valuation," as used in this section, does not include the 
assessment of property which is subject to a uniform statewide tax rate. 
"Special assessment" as used in this section, means any amount levied 
solely against land or land and improvements. 
Hlatory.-Stata. 1177, Ch. 163. in effect September 17, 1m, delated •except .....,, property" between "other 
property,• •nd "which" in the aecond Mntence of the firat per&Qrllph. State. 1971. Ch .. 110!1, In effect September 
21, 1171. deleted the phraM in the firat Mntence "On or before O"""'mber 31. 1171. and Decamber 31" and replace 
It with "DurinQ December, 1971. and December-. 
38203. Certification of yield tax rate. On or before December 31, 
1978, and on or before December 31 of each year thereafter, the board 
shall certify to the Director of Finance and to the Legislature the rate 
determined pursuant to Section 38202, and such rate shall be the yield tax 
rate applied under Section 38115 for the 12-month period beginning on 
the next succeeding January l. 
38204. Designation of timber value areas. (a) On or before 
December 31, 1976, the board after consultation with the Timber Advisory 
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Committee and after public hearings held pursuant to the Administrative 
Procedure Act, shall designate areas containing timber having similar 
growing, harvesting, and marketing conditions to be used as timber value 
areas for the preparation and application of immediate harvest values. The 
board may designate areas for timber standing on lands owned by local 
agencies and on timberland as defined in Section 51100 of the 
Government Code and designate separate areas for timber standing on 
national forest lands owned by the United States government. On or 
~fore March I, Hfl7, for timber harvested between April! and December 
31, 1977 and on or before December 31, 1977, and on June 30 and 
December 31 of each year thereafter for timber harvested during the 
succeeding two calendar quarters, the board, after consultation with the 
Timber Advisory Committee, shall estimate the immediate harvest values 
of each species or subclassification of timber within such areas as of the 
initial date of the period. Such values shall be determined under rules 
adopted pursuant to the Administrative Procedure Act from the best 
evidence available, including ( 1) gross proceeds from sales on the stump 
of similar timber of like quality and character at similar locations, or (2) 
gross proceeds from sales oflogs, or of finished products, adjusted to reflect 
only the portion of such proceeds attributable to value on the stump 
immediately prior to harvest, or a combination of (1) and (2), and shall 
be determined in a manner which makes reasonable allowance for 
differences in age, size, quality, cost of removal, accessibility to point of 
conversion, market conditions and other relevant factors. 
(b) The board, either on its own motion or in response to application 
from a timber owner, may modify the immediate harvest values to reflect 
material .changes in timber values that result from fire, blowdown, ice 
storm, flood, disease, insect damage or other cause, for any area or part 
thereof in which damaged timber is located. The board shall specify any 
additional accounting or other requirements to be complied with in 
reporting and paying the tax on such timber. 
Hlatory.-Sta~ 1m. Ch. 1163, '" Hffact September 17, 1877, added -on or before December 31. 1m. an~ to 
eubdlvlclon (a) betwaen -oacem!Jer 31, 1m and- and -on June 30". 
38205. Review by Legislative Analyst. The Legislative Analyst shall 
prepare a report prior to March 1, 1980, which reviews the yield tax rate 
and revenue distribution mechanisms, and land valuation procedures, for 
submission to the Legi:>lature and to the Revenue and Taxation 
Committees in each house. After 1980, an updated report shall be 
submitted every four years on or before March 1. 
The Legislative Analyst shall recommend necessary modifications in the 
yield tax rate, revenue distribution mechanisms and timberland valuation 
system, so that timber bea::s an equitable and proportionate tax share in 
conformance with the pre• visions of this chapter, and so that local agencies 
may be assured of a contmual and stable flow of their equitable share of 
yield tax proceeds. The Legislative Analyst may request from the various 
counties and agencie:; of the state whatever information is necessary to 
facilit~te completion of these reports. 
Hlatory.-Stata. 1m. Ch. 1163, In .,(fe..:t September 17, 1!177, added "and" In aocond paragraph b<ltwaen 






CHAPTER 4. TIMBER RESERVE FUND TAX 
Imposition and rate of timber reserve fund tax. 
Legislative intent. 
Adjustment of timber reserve fund tax rate. 
38301. Imposition and rate of timber reserve fund tax. A timber 
reserve fund tax is hereby imposed on every timber owner who harvests 
his timber or causes it to be harvested on and after April 1, 1977, to and 
including December 31, 1982, and every timber owner of felled or downed 
timber who acquires title during that period to such felled or downed 
timber in this state from an exempt person or agency described in Section 
38104, at the rate of0.5 percent of the total immediate harvest value of that 
timber, or at such other rate as may be fixed pursuant to Section 38303. 
This tax is in addition to the tax imposed by Section 38115. The immediate 
harvest value shall be determined as of the scaling date. 
38302. Legislative intent. It is not the intent of this part to impose the 
yield tax or the timber reserve fund tax on two parties for the same timber. 
38303. Adjustment of timber reserve fund tax rate. During 
December 1978 and each December thereafter, to and including 
December 1981, the board, after public hearings, shall establish a timber 
reserve fund tax rate for the 12-month period beginning on the next 
following January 1. In establishing this rate the board shall estimate the 
amount of timber which will be harvested during the year for which the 
rate is to be established and the immediate harvest value of that timber 
and shall estalish a rate which it estimates will produce an amount equal 
to the amount certified by the Controllerpursuant to Section 38907, plus 
an amount equal to the board's estimate of any shortfall in annual yield 
tax revenue guarantee payments to taxing agencies which the board 
estimates may occur in the subsequent calendar year, less the amounts 
reimbursed pursuant to paragraph (2) of subdivision (a) or paragraph (2) 
of subdivision (b) of Section 38904 in the current calendar year. The board 
shall certify the rate established under this section to the Director of 
Finance and the Legislature. 
History-Stat&. 19n, Ch. 853, in affect September 17, 19n substituted "1978" for "19n". Stata. 1978, Ch. 1109, in 
affect September 26, 1978. deleted the phrase in th., first oantance "On or before December 31. 1978, and each 
Decamber 31" and replaced it with the phrase "During Decamber 1978 and each Decsmber''. Aloo in the second 











CHAPTER 10. DISPOSITION OF PROCEEDS 
Collection and deposit. 
Timber tax reserve fund. 
Timber tax fund. 
Interest; deposit in timber tax fund. 
Appropriations from timber tax fund. 
Allocations by Controller; timber tax fund. 
Allocation by Controller; timber tax reserve fund. 
Certification by Controller. 
Disbursements by local governmental entities. 
38901. Collection and deposit. All taxes, interest and penalties 
imposed and all amounts of tax required to be paid under this part shall 
be made in remittances to the State Board of Equalization and shall be 
deposited in the State Treasury as provided in this chapter. 
38902. Timber tax reserve fund. All taxes paid or collected pursuant 
to Section 38301 shall be deposited in the Timber Tax Reserve Fund, 
which is hereby created. The money in the fund is hereby appropriated 
to pay refunds authorized by this part of taxes imposed pursuant to Section 
38301 and to the Controller to allocate as provided in this chapter. 
Hllltory.-5tat. 1977, Ch. 1153. in effect September 17, 1877 aubatltuted '1mpoaed'' for "paid or collectecr. 
38903. Timber tax fund. All taxes, interest, penalties arid other 
amounts collected pursuant to this part, except the amounts paid or 
collected pursuant to Section 38301 shall be deposited in the Timber Tax 
Fund, which is hereby created. 
38903.1. Interest; deposit in timber tax fund. All interest accruing for 
amounts deposited in the Timber Tax Fund and the Timber Tax Reserve 
Fund shall be deposited in the Timber Tax Fund. 
38904. Appropriations from timber tax fund. The money in the 
Timber Tax Fund is appropriated as follows: 
(a) To reimburse the General Fund for funds advanced for costs 
incurred by the board in administra.tion of this part as follows: 
(1) Four hundred sixty-seven thousand nine hundred thirty dollars 
($467,930) for fiscal years 1975-76 and 1976-77. 
(2) Amounts identified and approved in subsequent fiscal years as 
approved in the Budget Bill. One-half of this amount shall be reimbursed 
to the General Fund on November 30, and the remaining one-half on May 
31. In the event that not all funds approved in the Budget Bill are actually 
expended by the board, then in the succeeding fiscal year, the amount to 
be reimbursed to the General Fund on November 30 shall be reduced by 
an amount equal to the unexpended appropriation of the preceding fiscal 
year. 
(b) To reimburse the General Fund for funds advanced for costs 
incurred by the State Forester in administration of Section 4582.8 of the 
Public Resources Code as follows: 
(1) Thirteen thousand five hundred dollars ($13,500) for fiscal years 
1975-76 and 1976-77. 
(2) Amounts identified and approved in subsequent fiscal years as 
approved in the Budget Bill. 
(c) To the Controller to allocate pursuant to Section 38905. 
(d) To pay refunds authorized by this part of taxes imposed pursuant 
to Section 38115 and interest, penalties, and other amounts paid or 
collected pursuant to this part and deposited in the Timber Tax Fund. 
Hiatory.-8tata. 1977, Ch.l53. in effect September 17, 1977, aubatituted "allocate" for "allocatecr In aubdlviaion 
(eland added subdivision (d). Stata. 1971. Ch.1109. in effect September 211,1971; in paragraph (1) of aubdiviaion 
(a) the phrue "Four hundred aixty-seven thousand nina hundred thirty dollara ($467,930)" waa delated and 
replaced with the phr .. e "Five hundred twenty-nine thouaand eight hundred fourteen dollara (012!1.11:41". Alao 
In paragraph (21 of aubdlvleion (e) the phreH "normel budget proc ... • wes delated and repleced by the words 
"budget bill" and in addition the aecond Mntence w .. edded. In paragraph (21 of aubdlvialon lbl the phreH 




38905. Allocations by Controller; timber tax fund. (a) For the 
H¥77-78 fiscal year, the Controller shall transmit to the county treasurer 
100 percent of the annual yield tax r€_'?venue guarantee certified pursuant 
to either subdivision (c) or (e) of Section 27423 of the Government Code 
for the 1977-78 fiscal year and each fiscal year thereafter, less the county's 
proportional share of the annual costs incurred under subdivisions (a) and 
(b) of Section 38904. Such proportional share shall be the ratio of each 
county's share, determined pursuant to subdivision (c) or (e) of Section 
27423 of the Government Code, to the total of such shares in the state . 
For the 1978-79 fiscal year and each fiscal year thereafter, the Controller 
shall transmit to the county treasurer 100 percent of the annual yield tax 
revenue guarantee certified pursuant to either subdivision (c) or (e) of 
Section 27423 of the Government Code. These amounts shall be 
distributed on the following dates of the fiscal year for which they are 
made: 50 percent on November 30, and 50 percent on May 31. The county 
auditor shall allocate moneys received under this subdivision among 
taxing agencies in the proportions accorded the respective agencies in the 
county's annual yield tax revenue guarantee as certified pursuant to either 
subdivision (c) or (e) of Section 27423 of the Government Code. 
(b) The Controller shall transmit.to the Timber Tax Reserve Fund the 
balance of any money in excess of two hundred fifty thousand dollars 
($250,000) in the Timber Tax Fund on June 1, 1978, and on June 1 of each 
year thereafter following allocation pursuant to subdivision (a); provided, 
that if the balance in the Timber Tax Reserve Fund, following such 
transmittal, is eight million dollars ($8,000,000) or more, the amount above 
seven million dollars ($7,000,000) shall be distributed by the Controller as 
provided in subdivision (a) of Section 38906, and county auditors shall 
then distribute receipts as provided in subdivision (b) of Section 38906. 
(c) In the event that the balance in the Timber Tax Fund is insufficient 
to make an allocation provided for in this section, the Controller shall 
transfer sufficient money to the fund from the Timber Tax Reserve Fund 
to make the allocation. In the event that there are insufficient funds in the 
Timber Tax Reserve Fund required to make the allocations provided in 
this section, each county's share shall be reduced pro rata, but any such 
reduction shall be restored in subsequent allocations. 
Hiatory.-Stata. 1977. Ch. 853. in eff..:t September 11. 1977. ouh•ti1ute<l "auditor" for "treasurer" In fourth 
paragraph of aubdivloion (a). In aubdlvialon (b) added "in &xr<,., of two hundred fifty thousand dollars 
(l2SO.OOO)" and oubotituted "if the balance In the Timber Tax R&a&rvs Fcmd is eight million dollara (t-8.000.000) or 
more. the amount above aeven million dollars (*7..000..000) .... for "an'!" rno11ltt'f above the balance of eight million 
dollara (t-8.000.000) In the Tlmbar Reserve Fund". Alao aubotitut&d .. ~.,ditoro" for "treeaurera" In oubdivlaion (b). 
Stata. 1978. Ch. 1101. In eff..:t September 21. 1978. added tha foli<JwinQ language to the firat sentence of 
aubdfvfalon (e) "for the 1977-78 fiacal year.". In addition. added th$ t:,ird Mntence of aubdiviaion (a) beginning 
with the wordo "for th• 197a-7r. 
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38906. Allocation by Controller; timber tax re1.erve fund. On August 
1, 1978, and on August 1 of each year thereafter, the Controller shall 
transmit the balance of any money in the Timber Tax Reserve Fund in 
accordance with subdivision (b) of Section ~!8905 to the treasurer of each 
county in the proportion that the total taxes collected under this part in 
all previous quarters in that county bears to the total taxes collected in the 
state for the same period; provided that for all quarters beginning on or 
after October 1, 1982, such computation shall be made with respect to the 
previous 20 quarters. The transmittal to a county shall be accompanied by 
a tabulation showing the tax collections arising in each of the county's tax 
code areas, to govern distribution of moneys. 
(b) Upon receipt of funds pursuant to subdivision (a), the county 
auditor shall within 10 days distribute the funds among the agencies 
levying taxes or ad valorem special assessments in each tax code area, in 
the proportion that each taxing agency's harvest factor calculated 
pursuant to subdivision (c) bears to the sum of the harvest factors for all 
taxing agencies in the county. 
(c) On or before August 1, 1978, and each August 1, thereafter, the 
county auditor shall compute, and shall provide such to the State 
Controller, a schedule setting forth for each taxing agency or portion 
thereof lying within such county: 
(1) The average of the aggregate value of all timber harvested within 
such district in each of the immediately preceding four quarters for 1978, 
eight quarters for 1979, and 12 quarters for 1980, and to a maximum of 20 
quarters thereafter, as determined from the yield tax returns filed with 
the board; 
(2) The aggregate dollar rate calculated pursuant to Section 2151 and 
actually utilized the immediately preceding October in extending real 
property taxes upon the tax rolls; 
(3) A "harvest factor" which is the product of such quarterly average 
and such dollar rate; and 
(4) The proportion that each taxing agency's harvest factor bears to the 
sum of the harvest factors for all taxing agencies in the county. 
(d) In determining the harvest factor in subdivision (c), the auditor 
shall adjust for boundary changes as of the last lien date, and may require 
from the county information on boundary changes necessary to make such 
alterations. In establishing the harvest factor for a new district, an auditor 
shall assume that yield taxes have been collected within boundaries of the 
new district for the previous 12 quarters. 
Hlatory..-8tata. 1177, Ch.163,. In effect September 17, 1977. aubatitu!ed keuditor"' for •tr .. aurer"' in aubdivialon 
lbl end added •10 • maximum of 20 quartan• in paragraph 111 aubdivialon (c). Aleo aubatltuted •tel• for ·rei• 
in aubdlvlalon (d). State. 1171. Ch. 11011. in effect September 21. 1171. in aubdivlslona 1•1 and (cl deleted the det .. 
•June 1• end repleced them with the de- •August 1•. 
38907. Certification by Controller. On or before December 2, 1978, 
and each December 1 each year thereafter to and including December 1, 
1981, the Controller shall certify to the State Board of Equalization the 
amount necessary to restore any deficient allocations as provided for in 
subdivision (c) of Section 38905, plus the amount needed to bring the 
current balance of the Timber Tax Reserve Fund up to five million dollars 
($5,000,000). 
Hlatory.-Stata. 19n. Ch. 853, in effect September 17. 19n. substituted "'1978" for "'1979'" and substituted "amount 
needed to bring the current balance of the Timber Tax Reserve Fund up to five million dollars ($5.000.000)." for 
-dlffe~ence between five million dollars (SS.OOO.OOOI and the current balance of the Timber Tax Reserve Fund." 
38908. Disbursements by local governmental entities. Local 
governmental entities which are allocated funds pursuant to Section 38905 
or 38906 may expend such funds without restriction. 
69 
• 
Determination of Minimum Revenne Guarantees 
* 27423. Determination of average annual assessed value attributable to 
timber. (a) On or before May 1, 1977, the assessor of each county for the 
local roll and the State Board of Equalization for the board roll shall 
determine the annual assessed value attributable to timber, as defined in 
subdivision (a) of Section 431 of the Revenue and Taxation Code, of each 
tax rate area for the 1972-73 to 1974-75 fiscal years, inclusive. Such values 
shall be from the corrected, equalized assessment roll for each such year, 
including escape assessments subsequently added to the roll. Escape 
assessments determined subsequent to June 30, 1975, for any of the three 
fiscal years specified shall be reported to the county auditor who shall 
certify to the Controller a revision in the amounts of average annual 
property tax revenue attributable to timber for each affected taxing 
jurisdiction on or before July 15, 1977, and July 15 of each year thereafter. 
(b) Using the assessed values determined pursuant to subdivision (a), 
on or before June 1, 1977, the auditor of each county shall determine the 
average annual property tax revenues attributable to timber of each 
taxing agency for the 1972-73 to 1974-75 fiscal years, inclusive; provided, 
that if a taxing agency was in existence for less than the entire period, the 
average for such agency shall be determined by dividing the appropriate 
amount of property tax revenues by either one year or two years, 
whichever figure corresponds most nearly to the duration of existence of 
the agency within such period. 
If the average value of the secured roll of a community college district 
which is attributable to timber over the period of fiscal years 1972-73 to 
1974-75, inclmive, meets or exceeds 20 percent, then the auditor shall use 
a rate which \vhen multiplied by that district's average annual assessed 
value attribut.::.ble to timber will produce an amount equivalent to the 
total amount of property taxes raised by that district in the 1976-77 fiscal 
year. 
For purposc~s of this section, "average annual property tax revenue 
attributable to timber" of each school district which levied an areawide 
tax rate in one or more of fiscal years 1972-73 to 1974-·75, inclusive, shall 
be the product of (l) the amount of money the district received as its 
reallocation from the areawide fund (not the amount of its own 
contribution raised from its actual areawide tax rate) for each such fiscal 
year, and (2) a factor produced by the amount of annual assessed value 
attributable to tirnber divided by the amount of all assessed value, within 
the school district, for each such fiscal year. 
Each county r.uditor shall certify to the State Controller a list of this 
amount for each taxing agency in the county and the t9tal of all such 
amounts for the county. The auditor shall keep such records for each tax 
rate area as necessary to make distribution of funds pursuant to Section 
38906 of the Revenue and Taxation Code. 
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(c) The State Controller may require that all information pertinent to 
subdivisions (a) and (b) be retained and may inspect all calculations of the 
county assessor and county auditor. The Controller or the board may 
adjust and correct any calculation deemed to be inaccurate. The sum of 
each county's calculations as adopted by the Controller shall be known as 
that county's "annual yield tax revenue guarantee", and shall be certified 
to the county auditor on or before August 15, 1977. 
(d) On or before July 15, 1977, and July 15 of each year thereafter, the 
auditor shall certify to the Controller the new or revised amount of 
property tax revenue attributable to timber for each taxing agency which, 
effective after July 1 of the preceding calendar year and on or before July 
1 of the current calendar year, either (1) underwent "governmental 
reorganization," as described in Section 2295 of the Revenue and Taxation 
Code, or (2) underwent "functional consolidation," as described in 
Section 2305 of the Revenue and Taxation Code, or (3) gained approval 
from its voters to levy an additional property tax rate, effective with the 
next succeeding fiscal year. 
For purposes of this subdivision, the average annual property tax 
revenue attributable to timber for a taxing agency formed subsequent to 
June 30, 1975, shall be calculated as follows: 
( 1) The average annual assessed value attributable to timber shall be 
the sum of the values of the tax rate areas, as determined by the assessor 
or the board pursuant to subdivision (a), which correspond to the new 
agency's boundaries, as if that agency had actually existed during fiscal 
years 1972-73 to 1974-75, inclusive, and this sum shall be multiplied by 
(2) A tax rate represented by 80 percent of the maximum tax rate the 
new taxing agency was authorized by the voters to levy in its first full year 
of operation. 
For purposes of this subdivision, the average annual property tax 
revenue attributable to timber for a taxing agency formed prior to june 
30, 1975, which annexes territory subsequent to that date, shall have added 
to it the ·sum of the values of the tax rate areas, as determined by the 
assessor or the board pursuant to subdivision (a) which corresponds to the 
territory which was annexed, multiplied by the average total tax rate 
levied during fiscal years 1972-73 to 1974-75, inclusive, by the taxing 
agency which annexed the territory. 
For purposes of this subdivision, the average annual property tax 
revenue attributable to timber for a taxing agency which subsequent to 
June 30, 1975, has transferred· to it by functional consolidation the 
responsibility oflevying a property tax rate to pay the cost of a new service 
or program shall have added to it the sum of the average annual assessed 
value attributable to timber for that agency multiplied by the additional 
property tax rate to be incurred in the first year pursuant to the functional 
consolidation. For a taxing agency which subsequent to June 30, 1975, has 
transferred from it the responsibility of levying a property tax rate for a 
service or program, the average annual property tax revenue attributable 
to timber shall be reduced by the sum of the annual assessed value 
attributable to timber for that agency multiplied by the average tax rate 
levied by the taxing agency during fiscal years 1972-73 to 1974-75, 
inclusive, for the support of such service or program. 
For purposes of this subdivision, when an additional property tax rate 
is appr-Qved by the voters of a taxing agency in the preceding fiscal year, 
such agency shall have its average annual property tax revenue 
attributable to timber revised in the same manner as for a functional 
consolidation in which responsibility for the funding of a new service or 
program is added; provided, that such revision will extend only for the 
same period of time as that authorized by the voters for the existence of 
the additional voted property tax rate. 
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(e) On or before August 15,1977, and August 15 of each year thereafter, 
the Controller shall certify to each county auditor the revisions certified 
by the auditor pursuant to subdivision (a) or (d) in the average annual 
property tax revenue attributable to timber for one or more taxing 
agencies, to take effect in the curreht fiscal year. The Controller shall 
adjust and correct any calculation deemed to be inaccurate, prior to such 
certification. The amount added to or deducted from a county's previous 
annual yield tax revenue guarantee will be the property tax revenue 
attributable to timber, as certified to the Controller by the county auditor 
pursuant to subdivision (d). The revised annual yield tax revenue 
guarantee shall take effect for payments made to the county pursuant to 
subdivision (a) of Section 38905 and subdivision (a) of Section 38906 of the 
Revenue and Taxation Code in the current fiscal year, and shall remain 
in effect until subsequent revision under this subdivision. 
(f) Upon receipt of the amount certified by the Controller pursuant to 
subdivision (c) or (e), the county auditor shall lO days certify to 
each taxing agency its share of this amount, and shall deliver to the county 
treasurer a schedule of these amounts for all taxing agencies in the county, 
to govern distribution of moneys pursuant to subdivision (a} of Section 
38905 and subdivision (a) of Section 38906 of the Revenue and Taxation 
Code. 
(g) For the purposes of this section, in the case of a change in the 
boundaries of a tax rate area, the assessor or the board shall determine the 
base year timber value by parcel in each tax rate area affected by the 
boundary change and the auditor shall apportion the property tax revenue 
attributable to timber according to this determination. 
(h) For the purposes of this section "tax rate area" means a 
geographical area in which there is a unique combination of tax levies. 
(i) For purposes of this section, a taxing agency is deemed to be in 
existence in any year in which the agency levies a property tax rate. Any 
taxing agency which was operational prior to June 30, 1975, but levied no 
property tax rate, may subsequent to that date establish an average annual 
property tax revenue attributable to timber pursuant to subdivision (d), 
as a governmental reorganization, in the year next succeeding the year in 
which it first levies a property tax rate. 
U) For purposes of this section, when computing the property tax 
revenues attributable to timber for a school district which levied an 
areawide tax rate during one or more of fiscal years 1972-73 to 1974-75, 
inclusive, the county auditor shall in his computations of the revenues 
produced by such a rate use the revenues actually apportioned to the 
district from the county's areawide fund, and not the revenues raised from 
the levy of the areawide rate and contributed to the county's areawide 
fund by said district. 
Hiatory.-Added by Stata. 19111. Ch. 171, p. 303. In effect May 24, 19111. Stau. 19'17. Ch. 863. in effect Sept""'IMir 
17, 1977, aubatltuted "annual e.........:! value" for "average annual a....,aMd value" in the firat oentenee end added 
aac:ond and third oentancH of aubdiviaion (a) end the proviao to aubdlviaion (b) following the word "inclualve". 
In aubdivialon (d), aubatituted "new or reviaed amount" for "amounta" end substituted the material following 
the phrase "for each taxing agency which for" was newly formed in the preceding fiscal year. and each taxing 
agency which waa dlaaolved in the preceding fiacal year. For the purpoaea of this oubdivioion, the averaga ennuel 
•-.eel val.,. attributable to timber for a taxing agency formed auba&quent to June JC. 19111. shall be the aum 
of tha valuH of the tax rata areas, ao determined by tha • ....,...,.. pu,..uant to aubdlviaion !al. which correspond 
to the agancy'a pr-nt boundari ... aa If that agency had actually existed during fio.cal yea,.. 1!172-73 to 117~75. 
lncluaiva, and the tax rate ahall be that which the taxing agency wao authorized to levy in tha Y"'" the agency 
waa formed. Tha Controller may adjuat and corrac1 any calculation dNmed to be inaccruata. In oubdivialon (a) 
aubatftuted the wording following "county auditor" in tha first HntenCO for -of NCh COUnty in which one Of mora 
taxing agenciH ware either newly formed or diaaolved during the pr&eeding fi10eal yNr a revlaed annual yield 
tax revenue guarantea. The amount added to or dedbcted from a county's previous annual yield tax revenue 
guarantM will be tha property tax revenue attributable to timber, u certified to the Controller by the county 
auditor purauant to aubdiviaion (d). The reviaed annual yield tax revenue guarantH shalt take effect for 
paymenta made to the county purauent to aubdiviaion (a) of Section 38906 and oubdiviaion (a) of Section 38908 
of the Revenue and Taxation Code in the current fiacal year. and ahall remain in effect until auba&quent revision 
undar thla subdivision." In aubdivioion (g) added "ahall determine the baH yNr timber value by percol in each 
tax rate area affected by the boundary change and the auditor" and "thio determination" for "tho number of 
acres of timberland in each ta>: rate area affected by the boundary change." and added subdivision (i). Steta. 
1978. Ch. 1101, in affect September 26. 1978, added the phrase in the aecond paragraph of subdiviaion (b) otarting 
with tha words "If the avaragoo" for tha phrase "If twenty percent or mora of the value of tho s&eured roll of a 
community collaga diatrict ia attributable to timber in Mch of fiacal ye .. ra 1972-T.! to 197~75. incluaiva,". Alao 
added the third paragraph of aubdiviaion (b).ln aubdivision (dl d8lated th<l phreN "in the pr...,&ding fiecel year" 
and raplececl h with "effective after July 1 of the preceding calendar year ""d on '" bafore July 1 of the current 
ca~ar year, either'"; alao added wbdivieion IJI. 
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Article 1.7. Valuation of Timberland and Timber • 
' 431. 









Adoption of rules or reguations. 
Notation of zoning on assessment roll. 
Instructions for grading timberland; grading. 
Rules for grading timberland; grading. 
Timber advisory committee. 
Value of timberland. 
Valuation of timberland. 
Timber exempt from property taxation. 
Addition to assessed value of a taxing agency. 
431. Definitions. For purposes of this article: 
(a) "Timber" means trees of any species maintained for eventual 
harvest for forest products purposes, whether planted or of natural 
growth, standing or down, on privately or publicly owned lands, including 
Christmas trees, but does not mean nursery stock. 
(b) "Timberland" means land zoned pursuant to Chapter 6.7 
(commencing with Section 51100) of Part 1 of Division 1 of Title 5 of the 
Government Code. 
(c) "Timber Advisory Committee" means a standing committee 
appointed by the board composed of one representative of the Board of 
Equalization, one representative of the Board of Forestry, five assessors 
from the rate adjustment counties defined in Section 38105, and one 
• Article 1.7 was added by Stats. 1976, Ch. 176, p. 320, in effect May 24, 1976. Sees. 20 and 21 thereof provided no payment 
by state to local governments because of this act. Sec. 22 thereof provided that the property tax ....,ssment provmons 
shall be applicable to assessments for the 1977-78 fuca! year and thereafter. 
73 
member representing small-scale timber owners, and one member 
representing large-scale timber owners. 
432. Adoption of rules or regulations. Any rule or regulation 
required to be adopted pursuant to this article shall be in compliance with 
procedures set forth for adoption of rules under the Administrative 
Procedure Act. 
433. Notation of zoning on assessment: roll. When land is zoned as 
timberland preserve a notation of such zoning shall be made on the 
assessment rolls by the words "Timberland Preserve ZQne" or the initials 
"T.P.Z." 
434. Instructions for grading timberland; grading. On or before 
September 1, 1976, the board after consultation with the Timber Advisory 
Committee shall prepare instructions setting forth temporary criteria and 
procedures for grading timberland on the basis of its site quality and 
operability. Five general site quality classes shall be established. These 
classes shall be the same as those adopted by the Board of Forestry 
pursuant to subdivision (d) of Section 4528 and Section 4551 of the Public 
Resources Code. Within each of the five site quality classes, appropriate 
classes of operability shall be established, based on such factors as 
accessibility, topography, and legislative or administrative restraints. On 
or before December 31, 1979, these classes shall be designated as operative 
or inoperative. Commencing with January 1, 1980, the board shall 
determine appropriate designations of operability. On or before March 1, 
1977, each assessor shall grade all timberland within the county on the 
basis of these instructions. The assessor's grading is subject to the appeals 
procedure established by law for other assessments, as provided in 
Chapter 4 (eom1oencing with Section 751 of Part 2 and Chapter 1 
(commencing with Section 1601) of Part 3 of this division. 
434.1. Rules for grading timberland; grading. (a) On or before 
March 1, 1977, the board after consultation with the Timber Advisory 
Committee shall adopt rules setting forth final procedures for grading 
timberland on the basis of its site quality and operability. Such rules shall 
follow the format set forth in Section 434. 
(b) On or before March 1, 1978, each assessor in accordance with rules 
set forth in subdivision (a) shall grade all timberland in his county. The 
assessor's grading is subject to the appeals procedure established by law 
for other assessments as provided in Chapter 1 (commencing with Section 
1601) of Part 3. 
434.2. Timber advisory committee. Within 30 days of the effective 
date of this section, the board shall appoint the timber advisory committee 
as defined in subdivision (c) of Section 431. 
434.5. Value of timberland. (a) On March 1, 1977, and March 1 of 
each year thereafter, up to and including March 1, 1979, timberland shall 
be valued per acre according to the following schedule: 
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Redwood Region Pine-Mixed Conifer Region 
Site I ...................................... $80 Site I ........................................ $60 
Site II .................................... $60 Site II ...................................... $50 
Site III .................................. $50 Site III .................................... $40 
Site IV .................................. $30 Site IV .................................... $30 
Site V (and Site V (and 
inoperable) ...................... $20 inoperable) ........................ $20 
When the assessor, pursuant to Section 434, designates a timberland 
pai'Ael or portion thereof as inoperable, such timberland parcel or portion 
thereof shall be valued as if it is site V. 
(b) On or before January 1, 1980, and every third year thereafter, the 
board after consultation with the timber advisory committee and in 
compliance with procedures set forth for adoption of rules under the 
Administrative Procedure Act, shall adopt schedules reestablishing the 
value of each grade of timberland graded pursuant to Section 434 as if it 
were bare of forest growth, and recognizing that the restricted use of the 
land is for growing and harvesting timber and compatible uses. The board 
shall certify such values to county assessors by January 10 of each year. 
Such schedule shall remain in effect until subsequent revision pursuant to 
the provisions of this subdivision. 
(c) Commencing January 1, 1977, the board shall collect such data as 
may be necessary to accurately value timberland pursuant to subdivision 
(b). 
(d) In promulgating regulations pursuant to subdivision (b) the board 
shall determine the value of such timberland subject to the following: 
( 1) The board shall base the value of such land upon the existence of 
a 10-year enforceable restriction using commonly accepted systems of 
valuation. 
(2) When the board is valuing timberland property within a 
timberland preserve zone by comparison with sales of other timberland 
properties in order to be considered comparable, the properties sold shall 
be at least 160 acres in size and shall be similarly restricted under a 
timberland preserve zone. Size and any discount for size and amenities 
shall not be factors in determining the value of land zoned as timberland 
preserve which is valued by a method employing the use of comparable 
sales. 
(e) For purposes of this section, the value of each acre of timberland 
within each site class, within a timberland preserve zone, shall be 
presumed no greater than the value derived pursuant to subdivision (c). 
(f) The board shall: 
(1) Prepare, or cause to be prepared, timberland site capability tables 
which shall prescribe by site classification the potential annual yield of 
wood by species or mixture of species per acre. 
(2) Multiply the potential annual yield by 10 percent. 
(3) Multiply the result of paragraph (2) by an immediate harvest value, 
averaged for the previous 20 quarters, that is appropriate for the 
geographical area wherein such timberland values shall be applied. 
(4) Divide the result of paragraph (3) by a capitalization rate of 10 
percent expressed as a decimal. 
Pursuant to paragraph (2) of this subdivision, the Legislature declares 
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that 10 percent is the average percent of income from potential annual 
yield of wood that can be attributed to timberland as a productive 
component contributing to such income, and the Legislature finds that it 
is in the public interest that values derived from analysis of sales of 
timberland restricted under timberland preserve zones shall not exceed 
this percentage. 
(g) For the purposes of this section, the value of each acre of 
timberland within a timberland preserve zone shall be presumed to be no 
less than twenty dollars ($20) per acre. 
(h) For the purposes of this section, the term "value" (and its 
derivatives) means "full value" as defined in Section 110.5. 
(i) The Legislature finds and declares that the foregoing values are 
consistent with the taxation of timberland used primarily for growing 
timber and that these values are consistent with the intent of subdivision 
(j) of Section 3 Article XIII of the Constitution. 
Hiatory.-$tats. 1977, Ch. 940, in effect January 1, 1978. aubatitutad "subdivision (j) of Section 3 " for "Section 
3r in the third paragraph of aubdiviaion (a). Stata. 1978, Ch. 1109, in effect September 26, 1978, deletad in tha first 
paragraph of aubdiviaion (a) tha phraaa "and March 1 of each year thereafter, up to and including March 1, 1979," 
and replaced it with the worda "for the 1977-78 fiscal year,". Alao in aubdiviaion (a) the third paragraph wea 
deletad starting with tha worda "The legialatura finda". Former aubdiviaion (b) waa delated and the existing 
aubdiviaion (b) waa addad. Subdiviaiona (c), (d) and (e) were addold and former aubdiviaiona (c), (d). (a), (fl. 
and (g) were relettarad, respectively, •• (f) through (JI. Alao aubdiviaiona (kJ and (I) ware addad. State. 1171, 
Ch. 242. in affect July 10, 1979, aubatitutad "and March 1 of each year thereafter, up to and including March 1, 
1179" for "for the 1977-78 fiscal year", and addad "per acre" after "valuad" in aubdiviaion (a); daletad former 
aubdiviaiona (b), (c) and (d); and ralatterad aubdiviaiona (a), (f), (g), (h), (iJ, (JJ, (k), and (IJ as (b), (c), (d}, (a), 
(fl. (g), (h), and (IJ, respectively. 
Unit valuation.-The phrase, ''the same legal ownership" as used in property tax rule 41A ( 1) may be broadly interpreted 
so that variow timber tracts recorded to different owners may be assessed as a unit once a parol partnership of the different 
record owners is factually established. Cochran v. Board of Supervisors, 8.5 Cal. App. 3d 75. 
435. Valuation of timberland. (a) In preparing the assessment roll 
for the 1977-78 fiscal year and each fiscal year thereafter, the assessor shall 
use as the value of each parcel of timberland the appropriate grade value 
certified to him by the board, pursuant to Section 434.5 plus the value, if 
any, attributable to existing, compatible, nonexclusive uses of the land. 
Assessments of values attributable to compatible uses determined in 
accordance with this part are subject to the appeals procedure established 
by law for other assessments. 
(b) Nothing in this article shall prevent the assessor in valuing 
timberland from taking into consideration the existence of any mines, 
minerals and quarries in or upon the land being valued, including but not 
limited to geothermal resources and oil, gas, and other hydrocarbon 
substances. 
{c) The provisions of this article shall not apply to any structure on the 
land being valued or to an area of reasonable size used as a site for 
approved compatible uses. 
(d) The assessor shall apply the ratio prescribed by Section 401 to the 
sum of the values derived for each parcel pursuant to this section, to obtain 
the assessed value of each parcel. 
Hiatory.-$tata. 1977. ch. 153. in affect September 17, 1977, designated first sentence aa subdivision (a) and 
addad second sentence of subdivision. Alao deaignatad the aecond paragraph and third paragraphs •• 
subdivisions (b) and (c) respectively. Designated the aecond aantance aa aubdiviaion (d) and aubatitutad "the 
aum of the valuaa darivad for each parcel pursuant to this aection, to obtain tha aaseaaad valua of each parcat.• 
After "401 to" for "obtain ita aaaauad value. Aaaeaamanta of valuea attributable to compatible uaaa determined 
in accordance with this pert era subject to the appeals procadura establiahad by law for other aaaaaamanta. • 
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436. Timber exempt from property taxation. On the lien date for the 
1977-78 fiscal year and thereafter, all timber on both privately and 
publicly owned lands shall be exempt from property taxation, including 
possessory interest taxation, and shall not be assessed for taxation purposes. 
Nothing herein shall preclude the assessment of trees standing on land not 
zoned as timberland preserve under this article for purposes of property 
taxation based on their aesthetic or amenity value. 
437. Addition to assessed value of a taxing agency. Whenever the 
debt limit of a taxing agency is based wholly or in part on the assessed 
value of the agency, there shall be added to such assessed value the 
assessed valuation equivalents of revenue amounts certified pursuant to 
Section 27423 of the Government Code and distributed pursuant to 
Section 38905 of the Revenue and Taxation Code. 
The assessed valuation equivalents for revenue amounts certified 
pursuant to Section 27 423 of the Government Code and distributed 
pursuant to Section 38905 of the Revenue and Taxation Code shall be 
derived by multiplying such amounts by a factor of 100 and dividing the 
product by the secured tax rate for the prior year. 
Hiatory.-8tata. tm, Ch. 1U. in efhct ...,_..... 17, tm ....... tltuted ._..for .._.In the flrat parag,.ph. 
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APPENDIX V 
State Board of Equalization 
PROPERTY TAX RULES AND REGULATIONS 
11. yield tax (1020-1031) 
Article 1. Valuation of Timberland and Timber (1020-1025) 








Timber value areas (2-1-17) ...................................................................................... 908 
r::~~~!if~t~~a::e (~i~;~;.;)··:::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::: :~~ 
Immediate harvest value (3-3-17} .......................................................................... 912 
Tax rate area designation (1-l-17) .......................................................................... 914 
Value of Timberland ................................................................................................. 914 
Rule No. 1020. Adm. Code) Timber Value Areas 
The following nine designated areas contain timber having similar 
growing, harvesting and marketing conditions and shall be used as timber 
value areas in the preparation and application of immediate harvest 
values: 
(see attached map) 
Hhltory.-Adoptad November 4, 117C. effeetlwe .........., t, wn . ..........., January 31, 1977, affective February 
1. 1977. 
llaference.-8eclions 38109, 38204, 38701, Revenue and Taxation Code. 
Rule No. 1021. (Cal. Adm. Code) Timberland Grading Rule 
(a) General. Beginning with the 1977-78 fiscal year, privately owned 
land and land acquired for state forest purposes which is primarily 
devoted to and used for growing and harvesting timber and is zoned for 
a minimum 10-year period as timberland preserve zone (TPZ) will be 
valued for property taxation on the basis of its use for growing and 
harvesting timber, plus the value, if any, attributable to existing, 
compatible, nonexclusive uses of the land. 
(b) Site Quality. Timberland is rated for productivity based upon its 
ability to produce wood growth on trees. Five general site classes are 
established wherein Site I denotes areas of highest productivity, Site II and 
Site III denote areas of intermediate productivity, and Site IV and Site V 
denote areas of lowest productivity. The five site quality classes are set 
forth within each of three general forest types: redwood, Douglas fir, and 
mixed conifers. 
Land zoned as timberland preserve zone (TPZ) shall be graded by the 
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STATE BOARD OF EQUALIZATION 
TIMBER VALUE AREAS 
Rule No. 1020 
Adopted 11/4;76 
Note: The boundaries of these areas 
follow county boundaries with 
the following exceptions. 
Siskiyou County west of Interstate Highway 
No.5 is in Area 3; east of the highway is 
in Area 6. 
Shasta County west of Interstate Highway 
No. 5 is in Area 4. Between Interstate 
Highway No.5 and State Highway No. 89 is 
in Area 7. East of State Highway No. 89 is 
in Area 6. 
Tehama County west of Interstate Highway 
No.5 is in Area 5; east of the highway 
is in Area 7. 
Trinity County is in Area 4 except the 
southwest portion which is in Area 1. 
The boundary is the ridge of South 
Fork Mountain and the exterior 











































Jeffrey Pine, Mixed 
Conifer &. True Fir 3 
Site Site Site 
Class Index Index 
Feet@ Feet@ 
100 yrs. 300.yrs. 
114 or 163 or 
I more more 
II ~113 138-162 
III 11~137 
IV 60-74 88-112 
Less Less 
v Than Than 
88 
• Undquist, James L., and Marshall N. Palley. Empirical yield tables for young-growth redwood, Calif. Agr. Exp. Stn. Bull. 
796, 47 pp., 1963. 
1 McArdle, Richard E., and Walter H. Meyer. The yield of Douglas fir in the Pacific Northwest. USDA Tech. Bull. 201, 74 
pp., Rev. 1961. Adjusted to average height of dominant trees after Forest Research Note No. 44, Pacific Northwest 
Forest and Range Experiment Station, by Forest Survey, Calif. Forest and Range Exp. Stn., 1948. 
• Dunning, Duncan. A site classification for the mixed conifer selection forests of the Sierra Nevada. USDA Forest Serv. 
Calif. Forest and Range Exp. Stn. For. Res. Note 28, 21 pp., 1942. 
Young-Growth Redwood 
Site index based on average height of dominant trees at breast height 
age of 100 years. Use in young-growth redwood stands in which more than 
20 percent of the stand by basal area is redwood and when sufficient 
dominant redwood trees are available to determine site index. 
Douglas Fir 
Site index based on average height of dominant trees at age 100 years. 
Use in young-growth redwood stands in which 20 percent or less of the 
stand by basal area is redwood or when sufficient dominant redwood trees 
are not available to determine site index. Use also in old-growth redwood 
stands. In such cases, measure Douglas fir trees for determining site index. 
Also use for Sitka spruce, g:rand fir, hemlock, bishop's pine, and Monterey 
pine stands. 
Ponderosa Pine, Jeffrey Pine, Mixed Conifer, and True Fir 
Site index based on average height of dominant trees at age 100 and 300 
years. Use also for lodgepoh~ pine stands. For old-growth stands, use height 
of dominants at age 300 years. 
(c) Operability. Timberland shall be rated for operability based upon 
such factors as accessibility, topography, and legislative or administra-
tive&restraints. On or before December 31, 1979, two classes of operability 
shall be used by the assessor and designated as operable or inoperable. 
Areas of inoperable land must be identified by the assessor. For the pur-
pose of land site classification, inoperable means that any of the following 
circumstances are applicable: 
(1) Extreme physical barriers prevent access. 
(2) Legal or administrative restraints prevent acce~;,; or harvest. 
(3) Rocky ground, steep slopes, or sterile soil prevent growing or 
harvesting merchantable timber. 
On or before January 1, 1980, the Board shall determine appropriate 
designations of operability and shall adopt schedules reestablishing the 
value of each grade of timberland. 
Hlatory.-Adoptod January 1. tt77. effac:tlve March S. 1m. 
Reference.~tions 4J4......435, Revenue and Taxation Code. 
so 
2 f 
of timber purposes 
the Scribner Decimal C Log Rule based 
s length of 20 (Scribner Decimal C (Short 
used as the standard board foot log rule for 
by the net board foot method. This 
rule for such timber is to be used in 
that in those rare instances when circumstances _..; ____ --- --
the use of this standard board foot log rule for ~ 
€efi~e~~±efi conversion factors as specified herein shall 
reporting harvested timber originally scaled 
than the standard board foot log rule. 
not normally scaled by the net board foot method 
us commonly employed by those dealing 
wood products to which the timber is to be converted, e.g. 
Cord 
s trees, poles and pi lings Lineal foot 
wood Grou scale of useable wood 
NITIOHS. Ylhcn used in this section terms board foot and board foot log rule shall 
Jhe following meaning: 
Board foot - o id piece wood, 12 W! 12 long ond 1 inch thick. 
Boord foot log rule - a method for estimating the volume in board feet of a log with o 





Rule No. 1023. (Cal. Adm. Code) Immediate Harvest Value 
(a) Definitions. !~mediate harvest value is the amount that each spe-
cies or subclassification of timber would sell for on the stump at a volun-
tary sale made in the ordinary course of· business for purposes of 
immediate harvest. Such value shall be expressed to the neat est dollar per 
standard unit of measure applicable pursuant to Rule No. 1022, except that 
the immediate harvest value of Christmas trees shall be the sale price of 
such trees in quantities of 100 or more in the market area nearest to the 
place where the trees are cut and adjusted to reflect the value of the trees 
immediately prior to severance. 
Timber value areas are those areas containing timber having similar , 
growing, harvesting, and marketing conditions. 
Harvest value is the immediate harvest value in a timber value area as · 
of the first day of the period specified by the applicable harvest value 
schedule. 
"Timber at similar locations" means timber in an area of comparable 
elevation and topography, and subject to comparable logging conditions 
and accessibility to the point of conversion. 
(b) Harvest Value Schedules. The timber owner shall detennine the 
taxable value of the timber harvested for each harvest operation by the 
use of the Board harvest value schedule applicable to the tax reporting 
period. 
The harvest value schedules adopted by the Board provide estimates of 
harvest values by considering gross proceeds from sales on the stump of 
similar timber of like quality and character at similar locations, or gross 
proceeds from sales oflogs, or of finished products, adjusted to reflect only 
the portion of such proceeds attributable to value on the stump immedi-
ately prior to harvest, or a combination of both. Allowance is made for 
differences in age, size, quality, cost of removal, accessibility to point of 
conversion, market conditions, and other relevant factors. 
Each value schedule provides harvest values for a timber value area 
taking into account species and average tree or log size. Appropriate 
allowances for costs of removal have been calculated by consideration of 
the most common logging systems used within the area, the actual meth-
ods of harvesting the timber, the volume per acre, the total volume 
removed per harvest operation, the typical haul range distances to a con-
version point and any excessive required costs of removal. 
(c) Damaged Timber. The Board, either on its own motion or in re-
sponse to an application from a timber owner may specify a modification 
of immediate harvest value to reflect material changes in timber values 
that result from fire, blowdown, ice storm, flood, disease, insect damage, 
or other cause, for any area in which damaged timber is located. When-
ever a timber owner uses sueh modified immediate harvest values for 
reporting damaged timber, he shall maintain appropriate accounting 
records as specified by the Board. 
Hlatory~Adopted January I. 1977. effective March 3. 1977. 
Raference.-Sectiom 38109, 38204. 38701, Revenue and Taxation Code. 
Rule No. 1024. (Cal. Adm. Code) Tax Rate Area Designation 
To ensure an accurate reporting of species and volumes harvested with-
in each area and to enable the Board to compile tax collections by tax rate 
areas for the eventual distribution of tax moneys to counties, the assessor 
shall assign and note the full six digit tax rate area designation on each 
timber harvesting plan or notice for each area of harvest. 
Hlatory.-Adopted November 4. 1176. eff.ctive January 1. 1977. 
R•ference.--5ections 38109, J.820.4., 38701. Revenue and Taution Code. 
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Rule No. 1025. (Cal. Adm. Code) Value of Timberland 
On March l, 1980, and March 1 of each year thereafter, up to and 
including March 1, 1982, timberland shall be valued per acre according to 
the following schedule: 
Redwood Region Pine-Mixed Conifer Region 
Site I .................................................. $100 Site I .................................................... $70 
Site II ................................................ $80 Site II .................................................. $56 
Site III................................................ $60 Site III .................................................. $43 
Site IV................................................ $45 Site IV .................................................. $25 
Site V (and Site V (and 
inoperable) .................................. $30 inoperable) .................................... $20 
When the assessor, pursuant to Section 434 of the Revenue and Taxation 
Code, designates a timberland parcel or portion thereof as inoperable, 
such timberland parcel, or portion thereof, shall be valued as if it is Site 
v. 
H'-tory.-AdoptM .o-mboM- 11, 1tJI. 
ReferenC$.-Sectiom 434, (34.5, Revenue and Tuation Code. 
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1026. Timber OWner. 
Exempt person or acrency. The timber yield tax and the 
timber reserve fund tax are imposed not only on every timber 
owner who harvests his timber or causes it to be harvested but 
a~so on every timber owner of felled or downed timber who 
acquires title to such felled or downed timber in the state from 
a person or agency exempt from property taxation under the 
~~nstitution or laws of the United States or under the Consti-
-tut~on or laws of the State of·california. In some instances, 
such timber owners may acquire title to felled or downed timber 
directly from the exempt person or agency. In other instances, 
however, such timber owners may acquire title to felled or downed 
timber from an exempt person or agency which itself has previously 
acquired title to the timber from another exempt person or 
agency. 
Where timber owners of felled or downed timber have 
acquired title to the timber in the state from an exempt person 
.or agency, "first person who acquires either the legal title or· 
beneficial title to timber after it has been felled•' means the 
first non-exempt person who acquires such title from an exe~pt 
person or agency, and such a person is a timber owner liable for 
applicable timber yield taxes (e.g., where the person initially 
85 
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felling timber is exempt from pr~~rty taxation and the person 
acquiring the felled timber is also exempt from property taxation, 
the first non-exempt person who thereafter acquires title to the 
felled timber is liable for applicable timber yield taxes). 
Note: Authority: Sec. 15606, Gov. Code, Sec. 38701, Rev. & 
Tax Code. 
Reference: Sees. 38104, 38106, 38115 & 38301, Rev. & 
Tax. Code. 
1027. U. s. Forest Service Timber Volumes. 
(a) General. u. s. Forest Service timber sale contract holders 
shall report timber volumes harvested as hereinafter provided. 
(b) Scaled Volume Billings. The Timber Sale Statement of Account 
(TSSA) is the basis for most U. s. Forest Service billing state-
ments. Timber volumes shall be reported for the quarters reflected 
by the Timber Sale Statements of Account (e.g., April, May, and 
June, 1980 TSSA volumes shall be reported for the second quarter 
of 1980). 
(c) Lump-Sum Billings. Timber volumes actually harvested, regard-
less.of the volume purchased from, and billed for by the u. s. 
Forest Service, shall be reported for the quarters in which 
scaled. Timber sale contract holders must get and retain scaling 
data for such volumes. 
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PREFACE 
This report has been prepared in accordance with the requirements of 
Chapter 176, Statutes of 1976 (AB 1258, Warren). Chapter 176 extensively 
revised the taxation of timber and timberland. Additionally, Chapter 176 
required the Legislative Analyst to submit reports to the Legislature every 
four years. 
This is the first report required by Chapter 176. It reviews 
various aspects of the timber yield tax system including the yield tax 
rate, the revenue distribution mechanism, timber and timberland valuation, 
and administration of the yield tax. 
This report was prepared by Tim Gage under the supervision of Peter 
Schaafsma. The author also wishes to acknowledge the assistance of the 
staff of the Timber Tax Division of the Board of Equalization and numerous 
timber county assessors and timber industry representatives. 
i 
SUMMARY OF FINOI 
eld tax was initial in 7 to raise, on 
average, amount revenue as "'as the 
timber i a fi i 
It is 1 i that the value of ti 11 
relative to value of standing timber whi taxable 
under prior law. Therefore, over time the d 1 y raise 
revenue would have been the case under prior law. It is not 
possible, , to determine whether the in 
the taxation of timber over time has been to make the timber tax burden 
more or less e to tax burdens borne by income-producing 
properties. 
The yi d tax rate is statutorily tied .- aver general 
county property tax rates levied in 17 major timber i es. It seems 
proper that the yield tax rate was adjusted downward consi 
reduction of the property tax rate under Proposition is 
inappropriate adjust the yield tax rate in service 
override portion of the county-wi property 
recommend that the requirement that the yield tax rate be tied to the total 
county-wide proeerty tax rate be eliminated. 
3. Minimum Revenue Guarantee 
Current law provides for the distribution of a anteed amount of 
yield tax revenues based on the average amount of property taxes generated 
i i 
by standing timber from 1972-73 through 1974-75. However, the revenue 
guarantee has a number of deficiencies. First, over time any distribution 
of revenues hased on a fixed period in the past will become increasingly 
obsolete. Second, the three-year base period was not representative in · 
certain counties. Third, the minimum revenue guarantee imposes a revenue-
generating requirement on timber that is not imposed on other types of 
property. 
For these reasons, we believe that it is no longer appropriate to 
guarantee local governments a minimum amount of revenues from the timber 
yield tax, and we recommend that the guarantee be eliminated. 
4. Revenue Distribution 
We believe that any method used for distributing yield tax revenues 
should attempt to satisfy the following criteria: 
(1) minimize the export of revenues from county to county, 
(2) . provide a relatively stabla flow of revenues to each 
county, and 
(3) be relatively inexpensive to administer. 
Annual distribution of yield tax revenues solely on the basis of 
where the timber is harvested is not the preferred alternative because it 
leaves counties vulnerahle to significant fluctuations in the flow of 
revenues. Distribution partially on the basis of a stabilizing factor such 
as timber value or timberland acreage or value is also not recommended 
because the required data is not currently available. 
We recommend that yield tax revenues be distributed on the basis of 
a moving average of revenues generated within each county. A five-year 
iii 
moving average would reduce the effect of extreme swings in the annual 
volume of timber harvested. Because moving immediately to distribution on 
the basis of a moving average of the actual harvest could be disruptive, we 
recommend that this revenue distribution mechanism he phased in over a 
period of several years. 
5. Distribution to local Agencies 
Special districts are both heavily dependent on yield tax revenues 
and particularly vulnerable to fluctuations in the flow of those revenues. 
For these reasons, distribution simply on the basis of where the timber is 
harvested is not advisable. Our analysis indicates that the easiest means 
of dealing with the dependence of special districts on yield tax revenues 
would be to exchange those revenues for county property taxes. Counties 
then could be credited with special district yield tax revenues. Counties 
would receive a proportionate share of yield tax revenues based on the per-
centage of the county-wide revenue guarantee they currently receive. 
Similarly, school districts would receive a proportionate share of 
county-wide revenues based on their share of the total revenue guarantee. 
Because school districts are financed on a revenue-limit basis, their yield 
tax revenues could be deposited directly in Section A of the State School 
Fund. However, certain adjustments would be required for purposes of 
federal impact aid. 
Community college district yield tax revenues would be treated in 
the same fashion as K-12 revenues, except that each district's authorized 
revenues should be adjusted to account for the deposit of yield tax reve-
nues in Section B of the State School Fund. 
iv 
Forest Service Sales 
1es t 
is some concern that the inclusion of long-term Forest Service 
causes an upward bias in the computation of yield tax har-
values. There is a moderately strong positive relationship between 
length of Forest Service sales and the price paid for timber. Thus, 
ices Forest Service timber may represent future prices which, to the 
they are included in the determination of harvest values, wouJd 
bias those values upward. We recommend that the Board of Equalization con-
tinue to examine the issue of upward bias in harvest values due to the 
inclusion of long-term Forest Service sales with the goal of developing a 
method to eliminate the effect of price speculation. 
7. Old Growth Redwood Harvest Values 
A number of timber industry representatives maintain that the 
's values for old growth redwood timber are too high because they 
would not support a profitable operation if all their inventory had to be , 
at current prices. With the encouragement of some timber 
ors, the board has begun to gather data for use in settinq harvest 
values using a "lumber conversion" approach. However, a number of other 
ti operators are reluctant to provide the board with the information it 
because they consider it proprietary. Despite this problem, we 
believe that the board should continue to try to obtain the information it 
needs to develop this approach to setting harvest values. 
8. Small Owners 
There is some concern that small timber operators do not receive 
payment for their timber equal to the values in the hoard's harvest 
v 
schedules. It is likely that this prohlem arises .from the nature of small 
timber sellers and the nature of the market they face. The board permits 
adjustments to its immediate harvest values to reflect the fact that 
smaller operators generally have higher costs. It does not appear that 
the magnitude of this problem is great enough to justify the additional 
administrative costs that would result from an optional reporting system 
for small owners. 
9. Timber Value Areas 
In certain isolated cases, it appears that the boundaries of the 
timber value areas do not accurately reflect similar timber-producing 
conditions. Therefore, we recommend ~hat the board review the present 
delineation of timber value areas to determine whether adjustments in 
boundaries should be made to better reflect similar timber growing, 
harvesting, and marketing conditions. 
10. ·Timberland Value Ceiling 
Under current law a ceiling is imposed on the value of timberland 
for property tax purposes, based on the its timber-producing capacity. 
Some county assessors contend that the existing ceiling inappropriately 
restricts land values. However, we believe that elimination of this capi-
talization formula ceiling is premature. More experience is needed with 
comparable sales valuation to see if sales of land under timberland 
preserve zoning consistently reflect the value of land in timber 
production. 
However, our analysis indicates that the specific features of the 
capitalization formula result in values that are artificially low relative 
vi 
to generally reliable comparable sales values. Consequently, we recommend 
that the allocation of timher value to land he increased from 10 to 15 per-
cent and that a 12-guarter average of immediate harvest value be used in 
the determination of timberland value rather than a 20-guarter average. 
11. Young Growth Versus Young Growth and Old Growth 
The timber industry has challenged the board's use of both old 
growth and young growth timber data in the determination of the ceiling on 
timberland values. Our analysis indicates the exclusive use of young 
growth harvest values and yields in the capitalization formula would be 
more appropriate than the use of both old and young growth data. 
Therefore, we recommend that Section 434.5 of the Revenue and Taxation Code 
be amended to specify that only young growth average immediate harvest 
values and young growth yields be used in the computation of the maximum 
value for timberland. 
12 •. Inclusion of Salvage Value 
This issue concerns whether the value of damaged, or salvage, timber 
should be included in the computation of average immediate harvest value 
used in the determination of maximum land values, or whether only the 
undamaged timber should be included. We believe that it is appropriate to 
include modified salvage values. Therefore, we recommend Section 434.5 of 
the Revenue and Taxation Code be amended to clarify that the value of 
salvage timber harvested over the appropriate period be included in the 
computation of average immediate harvest value. 
13. Taxpayer Information Booklet 
The board has been considering the preparation of a step-by-step 
instruction booklet concerning how to prepare yield tax returns. We 
vii 
I 
believe that a taxpayer information booklet would be valuable to occasional 
harvesters and could result in savings of administrative costs to the 
board. For these reasons, we recomend that the hoarrl develop a simple 
instruction booklet designed primarily for the small harvester to accompany 
the yield tax return. 
14. Timber Advisory Committee 
The Timber Yield Tax Act requires the board to appoint a Timber 
Advisory Committee (TAC) to advise the board concerning regulations 
governing the valuation of timber and timberland. Generally, the TAC is 
viewed as playing a useful and important role. However, there is some con-
cern that the TAC should hold more of its meetings outside of Sacramento. 
Therefore, we recommend that the TAC make an effort to hold more of its 
meetings in those areas of the state where meetings have not been held so 
as to encourage greater access. 
15. Identification of Old Versus Youn~ Growth Timber 
Timber industry representatives, primarily larger operators, some-
times have difficulty in determining whether the timber they have harvested 
is young or old growth under the board's rules. The board deals with this 
rrporting problem hy having its foresters note the age classification of 
timber sold, at the time these sales are used to set harvest values. We 
recommend that the board continue to (a) record the age class of timber 
sold and (b) explore the possibility of revising its. definition of old and 
young growth to reduce the problem of taxpayer confusion. 
viii 
16. Timber Tax Division Data Processing System 
On the basis of a recent study of the Timher Tax Division's data 
processing system, the board determined that the current system has a 
number of problems: (1) lack of flexibility, (2) extensive manual 
processing, (3) invalid and incomplete data, (4) untimely data, and (5) 
lack of adequate controls. 
The board is currently studying the feasibility of certain improve-
ments to the Timber Tax Division data processing system and has made some 
interim improvements in its current system. \~e recommend that the board 
continue to explore both (1) the feasibility of a major modification of 
the Timber Tax Division's data processing system to bring it in line with 
the needs of the division and (2) interim modifications of the current 
system to improve the timeliness and reliability of the data. 
17. Taxpayer Auditing 
The board's audits of taxpayer accounts through July 1979 have 
, 
·resulted in net refunds to taxpayers of more than $60,000. The large 
amount of refunds is at least partly due to the newness of the yield tax 
system and taxpayers• lack of familiarity with reporting requirements under 
the law. 
The board also audits accounts on a "100 percent" rather than a 
"sample" basis, whereby 100 percent of the data entered on returns is 
verified. 
We recommend that the board (1) make a comparison of audit results 
using 100 percent and sample audits and (2) devise criteria for determining 
which accounts to audit. In the short term, the board should continue to 
ix 
devote a significant portion of its audit resources to audits of small tax-
payer accounts because of the relatively higher ratio of tax change per 
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because of 
level of 2 
5 to 6 
EFFECT OF 
necess fund 1980 nimum revenue guaran-
.1 million in Timber Tax Reserve Fund, which 
May 1980 distribution of 50 percent of the minimum 
11 at least partially offset the shortfall for the 
distribution in November 1980. However, any remaining 
recouped by an increase in the reserve rate for 
ion funding any 1980 shortfall, the reserve rate will 
increased by an amount sufficient to cover the likely 
eld tax revenues for 1981 and to bring the balance of the 
$5 million as statutorily required. We estimate that, 
, the reserve tax rate may have to be set at a 
3 percent for 1981. This would result in a combined rate of 
in 1981. 
VI D TAX ON REVENUES FROM TIMBER PRODUCTION 
Substitution of the yield tax for a tax based on the value of 
standing timber represents a significant change in the method by which 
timber is subjected to taxation. The change was aimed at removing certain 
inconsistencies between the way the state taxes timber, and the ways in 
which it provides for its management, harvest, and renewal. However, this 
new tax method was not intended to raise or lower the direct amount of 
taxes levi on timber production se.1 Thus, it is of interest to 
examine whether 




yield tax has had the effect, even if unintended, of 
noted that the tax burden imposed on certain individual 
ions was changed significantly by the adoption of the 
The direction of the change depended on each operator's 
taxable and harvestable timber. 
-10-
levied on timber 
yield tax revenues 




tax revenues on standing timber generated 
ly would have declined over time, due the charac-
timber inventory in California at the time the yield tax 
ior to the adoption of the yield tax, the amount of taxable 
was lining. As timber became mature and was declared 
ion 12 3/4 of the Constitution, many owners would quickly 
of their stand so as to requalify for the exemption. In 
ning stocks of old growth timber were gradually being 
reducing the amount of taxable timber on the assessment 
e reasons, a number of industry observers and economists 
property tax revenues (in constant dollars) under the 
would continued to decline over t 
Effects of the Yield Tax on Timber Revenues 
on yield tax generally stabilized revenues 1977 
ined with the declining volume of taxable anding 
, means that over an extended period of time revenues 
eld tax probably will exceed property revenues 
ave generated by timber under Section 
so case that the tax burden on timber has declined over 
for other income properties. This is because the 
-11-
adoption on 3/4 itself reduced the tax burden on timber relative 
i properties through the exemption of previously 
taxable young mber.l The revenue-reducing effects of these exemptions 
were essential locked into the yield tax system, because the initial 
yield tax rate was chosen so as to generate the same amount of timber reve-
nues as were 
definition 
from the property tax on taxable timber, and the 
taxable timber at the time the yield tax was adopted 
excluded a significant portion of the volume of standing timber as spec-
ified under Section 12 3/4. 
It is possible, however, to determine whether the net effect of 
these trends has been to make the timber tax burden more or less comparable 
to tax burdens borne by other income-producing properties. 
1. This change was recommended by a number of forest economists who argued 
that the taxation of all standing timber, as was done prior to adoption 
of ion 12 3/4, reSUTted in capturing a higher percentage of net 
income than did the taxation of other income properties at that time. 
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these two factors, the value of timber on the assessment 
1 changes during the base period, and in some cases, 
on the value on the roll for years after 1975. For these 
of taxable timber during the base period is not an 
of the value of harvestable timber over the long term. 
n addition, in several counties, most notably Santa Cruz, very 
ue of timber in the county was allocated to standing 
on 1. Most of this value was allocated by the assessor to 
of this, Santa Cruz's revenue guarantee is quite small 
amount of timber being harvested. However, because timber-
ues are now set by the Board of Equalization, Santa Cruz no 
receives the benefits of higher land values resulting from the 
1 ion of value to timberland. 
The minimum revenue guarantee imposes a revenue-generating 
requirement on timber that is not imposed on other types of property. That 
s, harvesters and producers are required to generate a specific 
revenue to meet the guarantee statewide. Under current law, the 
reserve rate is set at a particular level each year in 
the funds needed to meet the guarantee. This provision, 
negates the requirement that the yield tax rate be adjusted for 
average property tax rate. Thus, the Proposition 13-induced 
yield tax rate may now be offset by an increase in the 
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ion of the 
imposition the eld tax. 
The data in this table also do not indicate the effect of shifts in 
harvesting fferent species of timber. Because harvest values 
differ from ies to species, a shift in the species cut could have a 
significant effect on revenues collected, even though the total volume of 
timber cut in a county exhibits little change. Conversely, the volume of 




in a cert n fashion the effect on revenues might be 
qualifications, Table 4 shows that the volume of 
imber harvested thin a county can change dramatically from one year to 
the next. Fluctuations range from an increase in volume harvested of 85 
percent in Sierra County to a decrease of more than 60 percent in Alpine 
County. The average increase in harvest volume, for those counties 
experiencing an increase, and the average decline, for those counties 
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upon the minimum revenue guarantee, a decline of timber volume harvest of 
43 percent translates into a loss of property tax revenues of almost 14 
percent. Property taxes equal about 18 percent of revenue from all sources 
for Humboldt County. Thus, this decline represents a loss of about 2.5 
percent of total county revenues. Although such a decline is not critical, 
it is potentially disruptive. 
It should be noted that the increase in harvest values between 1977 
and 1978 offset the loss of revenues resulting from the decline in volume 
in most counties. Values are generally expected to rise steadily in the 
long run, however, a short-term stagnation or decline in timber values 
could fail to offset the revenue loss attributable to future declines in 
harvesting. 
Conclusion 
Because of the significant potential for fluctuations in the amount 
of timber harvested, yield tax revenues should not be distributed solely on 
the basis of where the timber is harvested each year. Counties should not 
be left completely vulnerable to the potentially significant fluctuations 
in the flow of revenues that would result from distribution back to county 
of harvest. 
B. Distribution Using a Stabilizing Factor 
It may be possible to distribute yield tax revenues to counties on 
the basis of a formula that uses the actual harvest in each county in com-
bination with a stabilizing factor, such as the volume or value of standing 
timber in the county or the number of acres of commercial timberland. 
Depending upon the weight placed on each of these factors, fluctuations in 
-27-
the flow of revenues to counties could be significantly reduced. This is 
e the of andi t or acres of timberland in a 
ounty are re1 ively static compared to the amount of timber harvested 
each year. 
This increase in stability, however, would be gained to some extent 
the expense of an equitable distribution of revenues, measured in terms 
of the amount of revenues exported out of the county where the timber is 
cut. Again, depending upon the weight given to these stabilizing factors, 
revenues would be distributed not on the basis of where timber is actually 
harvested, but rather on the basis of a factor not directly related to 
timber harvest. Although there is at least an indirect relationship in the 
long term between timber volume or timberland acreage, on the one hand, and 
timber harvest, on the other, this relationship could vary considerably in 
the short term. For example, depending upon Forest Service decisions as to 
the amount of timber to be put up for sale, there may be little short-term 
connection between Forest Service acreage and harvests from these lands in 
a particular county. 
It should be noted that use of timberland acres zoned Timberland 
Preserve Zone {TPZ) has the advantage of encouraging counties to retain 
timberland under TPZ and bring in additional land to increase their share 
revenues. This incentive would be limited to those counties with signif-
icant acreages of private timberland, however. 
The ability to use these factors depends primarily on the availabil-




It is not possible to use either the volume or the value of standing 
timber as a factor to determine the distribution of yield tax revenues 
without incurring significant costs to generate the required data. Since 
the institution of the yield tax, county assessors no longer collect 
information concerning the amount or value of privately owned standing 
timber. Generating and maintaining this information on an ongoing basis 
would result in significant costs which far outweigh the factor's use-
fulness for the distribution of yield tax revenues. 
Timberland 
Another option would be to use the number of acres or the value of 
timberland within a county as a distribution factor. Private land devoted 
to timber production has been zoned under restrictive Timberland Preserve 
Zones (TPZ). Assessors continue to assess land zoned TPZ in accordance 
with schedules of value prepared by the Board of Equalization. Thus, for 
private timberland under TPZ there is generally good information by county 
concerning the number of acres of land and its value in terms of productive 
capacity. 
Including either the acreage or value of private timberland in the 
determination of the distribution of yield tax proceeds is not sufficient, 
however. There are a number of counties which have very little private 
land zoned TPZ but which have large acreages of publicly owned timberland, 
mostly owned by the U.S. Forest Service. It would not be equitable to use 
only the acreage or value of private timberland within a county as a factor 
for distributing revenues. This would unfairly penalize those counties 
whose timberland acreage is primarily publicly held. 
-29-
Unfortunately, information concerning the acreage or value of the 
nearly 9 million acres ti land in California is 
significantly less 1 ion concerning private land. 
The Forest Service has an i Forest Service commercial timberland 
in California9 but that inventory varies in terms when it was made and, 
Forest Service inventory of 
~~~~~~~~ rather than by county. The 
consequently, in quali 
acreage is broken down 
Forest Service does have a Forest Service land by county, but 
these figures include more j 
and grazing lands, for example. Fi 
al timberland--mineral lands 
ly, they do not have a detailed 
ally, their classification of breakdown of 
quality is limited to two values, as compared to private timberland zoned 
TPZ which is classified accordi 
These are serious limi 
a county credit for all land in 
is commercial timberland or 
Service data, there is no 
one of five site classes. 
ions. It does not seem appropriate to give 
ce ownership, whether that land 
e the limitations of Forest 
C. Moving Average of Actual Harvests 
Another alternative to 
be to distribute proceeds on 
actual harvest over the 
the oldest harvest data would 
would be added. 
revenue distribution system would 
is of an average of each county's 
to five years. Each year, 
eli nated and the most recent year•s data 
Table 5 shows the d tax revenues generated by the 
major timber-producing counties in the ate over the two-year period since 
the institution of the tax. 
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The first two columns of Table 5 show the actual revenues generated 
over the first two one-year periods that the yield tax was in effect. 
Comparison of these figures with the volume figures contained in Table 4 
illustrates the effect of two variables. First, as mentioned earlier, the 
effect of changes in the mix of species cut may increase revenues dramati-
cally independent of volume, or revenues may exhibit little change despite 
dramatic changes in volume. Second, because of the reduction in the yield 
tax rate and the reserve tax rate, effective for the first quarter of 1979, 
the amount of revenues generated during the first quarter of 1979 was 
significantly lower, independent of seasonal fluctuations. 
Column three presents the average of these two years• actual 
revenues. It should be noted that the total for the third column, more 
than $36 million, does not represent the amount of revenues likely to be 
generated by the yield tax in the near future. This is primarily because 
of the change in the tax rate, but also because of fluctuations in values 
and the volume of timber harvested. 
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Table 5 
Timber Yield Tax Revenue 
Generated by Major Timber Counties 
April 1977 Through March 1979 
Apri 1 1977 April 1978 
Through Through Average 
County March 1978 March 1979a Revenue 
Alpine $ 35,628 $ 31,695 $ 33,662 
Amador 170,629 172,809 171,719 
Butte 315,165 352,265 333,715 
Ca 1 aver as 440,895 479,329 460,112 
Del Norte 2,353,634 6,056,871 4,205,253 
El Dorado 868,301 1,158,011 1,013,156 
Fresno 460,869 475,507 468,188 
Glenn 237,060 249,682 243,371 
Humboldt 5,498,366 8,095,672 6,797,019 
Lake 150,074 155,200 152,637 
Lassen 684,326 998,424 841,375 
Madera 306,154 411,711 358,933 
Mariposa 33,701 64,284 48,993 
Mendocino 3,022,066 5,935,855 4,478,960 
Modoc 683,059 944,204 813,677 
Nevada 379,656 403,081 391,369 
Placer 1,253,665 1,060,074 1,156,870 
Plumas 1,403,677 2,154,181 1,778,929 
Santa Cruz 81,476 203,553 142,515 
Shasta 2,077,403 2,742,734 2,410,069 
Sierra 441,749 1,087,143 764,446 
Siskiyou 3,835,886 4,611,059 4,223,473 
Sonoma 110,702 298,004 204,353 
Tehama 939,377 1,259,893 1,099,635 
Trinity 2,167,973 1,998,054 2,083,014 
Tulare 247,637 481,406 364,522 
Tuolumne 786,747 932,507 859,627 
Yuba 1192316 116 2730 1182023 
Total $29,105,191 $42,929,938 $36,017,615 
a. Effective January 1, 1979, the yield tax rate was reduced from 6 to 3 




Adoption of a distribution formula based on the moving average of 
revenues generated would result in minimal administrative costs. This is 
because the data concerning the revenues generated within each county is 
readily available. 
This alternative would result in some exporting of revenues 
generated within a county. However, this exporting would probably not be 
as great as under the current revenue distribution system, because, in the 
long run, the average of revenues generated will more closely reflect the 
actual harvest within each county than the current system. Moreover, there 
would probably be less exporting than under a system which used timberland 
as a stabilizing factor. This would depend on the extent to which the 
amount of timberland within a county closely reflected that county•s long-
run harvest. Of course, the greater the fluctuations in revenues 
generated, the more revenues will be exchanged by counties in the short 
run. 
Our analysis of the potential fluctuations in the volume of timber 
harvested, and the dependence of timber-producing counties on yield tax 
revenues, indicates that a five-year moving average of revenues generated 
would be appropriate to stabilize the flow of revenues. A five-year 
average reduces the effect of fairly extreme swings in harvest volume to an 
amount equal to less than 10 percent of each county's annual property tax 
revenues (about 2 percent of total county revenues) for all counties and 
less than 5 percent for all but a few counties. This average would not, 
however, eliminate the effect of changes in harvest values or the yield tax 
rate itself. 
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Table 6 compares the current MRG for the 28 major timber-producing 
counties with an 11 adjusted 11 average revenue amount. This adjusted average 
is based upon actual average revenues generated by these counties for 
t two-year iod shown in Table 5. However, each county's amount of 
revenues has been reduced proportionately to reflect the fact that total 
yield tax revenues over the next year or so could be as low as $20 million 
statewide, based on a 3 percent yield tax rate. This amount represents a 
decline from 1979 revenues of approximately $22.2 million, due to decreases 
in harvest values that are expected to be reflected in the board's schedule 
of harvest values for the second half of 1980, and the substantial decline 
in the volume timber harvested due to the current depression of the 
timber market. This amount also assumes the elimination of the yield tax 
reserve rate and the minimum revenue guarantee. 
The table shows that a shift to distribution on the basis of an 
average of the amount of revenue generated--in this case only two years• 
worth--would result in significant differences from the majority of 
counties' MRGs. This is largely to anticipated short-term decline 
in revenues compared to the total revenue guarantee. However, the altered 
distribution of revenues among counties also has a significant effect. 
Eighteen counties would experience an average decrease in revenues of 
approximately 28 percent. The most significant decline would be a decrease 
of 67.5 percent in Yuba County. The average increase in revenues for the 
remaining 10 counties would be more than 120 percent, with the highest per-
centage increase occurring in Santa Cruz County. 
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Percent 
Alpine $ -36.0% 
Amador +15.4 
Butte -23.3 
c aver as +114.1 
-33.9 
• El -12.3 Fresno -9.7 
Glenn -34.2 
Humboldt -49.6 























b. al does 
' immedi distri-
but ion system, incl revenue arantee, 
would result in a substantial alteration of the flow of revenues 
to certain counties. Because of the heavy dependence of a number of 
counties on yield tax revenues, this could be disruptive. Because of this, 
we believe that this revenue distribution mechanism should be phased in 
over a period of several years. 
Phase-In of Moving Average Distribution 
Table 7 illustrates the impact of phasing in a moving average 
distribution system over a four-year period. The system is phased in by 
averaging two factors: (1) each county's proportionate share of revenues 
generated by the yield tax rate (not including the reserve rate), based on 
its moving average timber harvest, and (2) each county's minimum revenue 
guarantee. Over the four-year period greater weight would be placed on the 
first factor, until the minimum revenue guarantee is phased out. This 
would reduce the most serious impact of the shift to a loss equal to about 
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Alpine $ ' Amador 85,802 
Butte , 
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Del Norte 3,232,454 
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$-1, -6.5 % 
a. Assumes a 75 percent weighting for the nimum revenue guarantee and a 
25 percent weighting the average distribution factor. 
This scheme might require the retention of the timber yield reserve 
tax rate for the four-year phase-in peri , in order to generate an amount 
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of revenues (about $25.3 million in the first year) sufficient to fund the 
weighted average of each county•s average harvest distribution and its 
minimum revenue guarantee amount. s would depend on the amount of reve-
nues generated by the yield tax rate alone. If the level of revenues 
generated by the yield tax rate was low and the reserve tax rate was 
retained for the full four-year period, the reserve tax rate required would 
decline as greater weight was placed on the amount of revenues generated by 
the yield tax rate and less on the minimum revenue guarantee amount. 
If an absolute amount of revenues is not required, the reserve rate 
could be eliminated altogether. In this case, counties would simply 
receive a proportionate share of its weighted average of average harvest 
and minimum revenue guarantee. This would increase the loss resulting from 
the change in distribution mechanisms to an amount equal to about 25 per-
cent of county-wide property tax revenues for a limited number of counties. 
For this reason, we recommend that the reserve rate be retained for the 
phase-in period only. 
DISTRIBUTION OF REVENUES TO LOCAL AGENCIES 
Currently, yield tax revenues are distributed to local agencies in 
two ways. First, each local agency receives a portion of the total county 
minimum revenue guarantee based upon its share of the average revenues 
generated by standing timber on the local assessment roll from 1972-73 
through 1974-75. In other words, each local agency has, in effect, a mini-
mum revenue guarantee similar to that of the county as a whole. In 
addition, local agencies receive a portion of the total county reserve fund 
distribution, based on the value of timber harvested over the prior 20 
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quarters within each agency•s boundaries. Of the total revenue guarantee 
amount distributed statewide, county governments receive approximately 35 
percent, school districts 60 special districts 5 percent or 
less. Cities receive little or no yield tax revenues. The distribution of 
the reserve fund allocation in August 1979 by t.(pe of entity was roughly 
the same as the revenue guarantee, despite the difference in distribution 
methods. 
The distribution of yield tax revenues to individual jurisdictions 
under the current method results in the same sm·t of revenue exporting that 
results from the current method of distributing revenues to counties. 
However, reducing the transfer of yield tax revEmues from jurisdiction to 
jurisdiction within each county is not as important as limiting the export 
of revenues across county lines. Moreover, the smaller the jurisdiction, 
the greater the need for some sort of revenue snoothing mechanism to reduce 
the effect of fluctuations in harvesting. This is because small jurisdic-
tions do not have the advantage of larger jurisdictions, in that the larger 
jurisdiction's size tends to result in a natura·, averaging of the harvest 
from location to location. That is, declines in timber harvested within 
individual tax rate area.s does not affect counties significantly, as they 
are offset by increases in the amount harvested in other tax rate areas. 
In terms of the impact upon school districts, fluctuations in reve-
nues generated by tax rate area is also not a significant local concern. 
This is because under current law, school districts are funded on a 
revenue-limit basis wherein the state makes up any shortfall in local reve-
nues for schools, up to a specified amount. Thus, the loss (gain) of yield 
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revenues to school districts would be offset by increased (decreased) 
t e apportionments. 
Distribution to Special Districts 
Special districts, while ng a small percentage of total yield 
tax revenues, are the most heavily dependent upon these revenues, at least 
in certain counties. In the major timber-producing counties, many 
distri receive less than 10 percent of their annual revenues from the 
yield tax, but for a significant number of districts dependence is as high 
as 40 to 50 percent of total revenues from all sources. Because many spe-
cial districts are less than county-wide, fluctuations in the harvest can 
have a significant affect on revenues. 
Due to the potential for fluctuations in revenues, distribution 
simply on the basis of where the timber is harvested is not a feasible 
method. The amount of yield tax revenues generated within individual tax 
rate areas can range from as much as $30,000 in one year to zero in the 
Because special districts ve so small a percentage of yield 
taxes generated within each tax rate area, these fluctuations do not 
late into a loss of revenues of this magnitude for individual 
districts. Nonetheless, because of the heavy dependence of a large number 
districts on yield tax revenues, a drop in harvesting of this magnitude 
d have a substantial impact. 
Our analysis indicates that the potential long-term fluctuations in 
revenues generated by tax rate area are great enough that a distribution 
based upon even a five-year average the actual revenues generated may 





dependent special districts. 
bution based solely upon 
advised. 
For this reasons we believe that any distri-
ion timber harvest would be ill 
There are a number of other alternatives to distribution by the 
location of the timber harvest: 
Distribution in proportion to each agency's MRG, or some com-
bination of each agency's MRG and an average of timber harvested 
by tax rate area, would help to stabilize the flow of revenues 
to agencies. In our judgment, however, the long-term fluc-
tuations in revenues could still result in severe disruptions in 
revenues for some special districts. 
Yield tax revenues could be allocated to the county board of 
supervisors for distribution to special districts and other 
agencies. Based on our discussions with supervisors in a number 
of counties, however, it is not clear that this is a respon-
sibility that they wish to undertake. Moreover, given the 
potential for fluctuations in the amount of yield tax revenues 
received by a county, distributing these revenues to each spe-
cial district could be a fairly time-consuming process. This 
approach would also leave districts vulnerable to competition 
for scarce revenues. 
Replacement of Yield Tax Revenues with Property Taxes 
Our analysis indicates that the easiest means of dealing with the 
dependence of special districts on timber yield tax revenues would be to 
eliminate the distribution of those revenues to special districts 
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altogether. This could be done by exchanging yield tax revenues currently 
allocated to districts for property tax revenues currently allocated to the 
c In other words, special icts' yield tax revenues would be 
replaced once and for all by county property taxes. This method has a 
number of advantages and disadvantages that should be noted. 
First, it is difficult to determine an appropriate amount of 
property tax revenues that should be transferred from each county to the 
special districts within that county. Each district•s MRG is not entirely 
appropriate, since it is not necessarily representative of the amount of 
timber yield tax revenues that will be generated over time within tax rate 
areas for each district. (This, of course, assumes the elimination of the 
reserve tax rate.) 
Second, the property tax base allocated to districts to replace 
yield tax revenues will not necessarily grow at a rate that is related to 
the timber harvest within the county. In some areas, this property tax 
will grow more slowly than yield tax revenues. Districts would not be 
able to reap the benefits of an increase in yield tax revenues; these 
increased revenues would go to the county. 
Third, a shift of property tax revenues from the county to special 
districts would, however, eliminate the dependence that many districts have 
on the yield tax. This would eliminate the vulnerability that these 
districts have to fluctuations in the amount of timber harvested within 
their boundaries. 
On the other hand, locking in an amount of property tax revenue for 
districts currently receiving yield taxes would not increase the level of 
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budgetary oversight currently exercised by boards of supervisors over those 
districts. Distribution of yield tax revenues to districts by county 
boards would force districts to compete for scarce revenues. 
Finally, a major advantage that this method has is that it would 
eliminate the need to collect data concerning the location of the timber 
harvest by tax rate area. Since revenues would not be distributed to local 
agencies on the basis of where the timber is cut it would no longer be 
necessary to collect this information. This would result in savings of 
administrative costs to the Timber Tax Division of the Board of 
Equalization and to county assessors, who are required to provide this 
information on taxpayer harvest reports. The board estimates their savings 
and the savings to assessors at $20,000 annually. 
Additional saving5 would be realized by taxpayers who would no 
longer need to identify their harvest by tax rate area. We received 
numerous comments from timber industry representatives recommending that, 
if possible, identification of the timber harvest by tax rate area be 
eliminated • 
In terms of det~rmining the amount of property tax revenues to be 
shifted from the counties to replace yield tax revenues, some combination 
of each district•s MRG and the amount of revenues generated by the timber 
harvest in each district's boundaries would be appropriate. We recommend 
that an average of two factors should be used: (1) an amount equal to each 
district's MRG and (2) a proportionate share of the county-wide MRG. This 
second factor would be based on an average of those revenues generated by 
the tim9er harvest during the first three years of the yield tax which are 
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attributable to harvests occurring within each district. The amount 
resulting from this average, but no less than 80 percent of a district•s 
MRG, should be shifted from each county to special districts within the 
county. This formula would limit the loss relative to a district's current 
MRG to 10 percent of total revenues for the most dependent districts in the 
state. 
This formula is somewhat inequitable because counties would, in 
a number of instances, be giving up more property taxes than they are 
likely to receive in yield tax revenue in the near future. However, this 
is a necessary consequence in order to reduce the impact of the overall 
decline in yield tax revenues on those districts that are particularly 
dependent upon those revenues. Moreover, the impact on counties of the 
loss of these property tax revenues should not be significant because of 
the fact that special districts receive such a small amount of total yield 
tax revenues. 
Other Local Agencies 
The remaining yield tax revenues returned to each county could be 
divided among the county, school districts, and cities to the extent that 
they currently receive any revenues. The county and any cities currently 
receiving revenues would receive a proportionate share of the revenues 
returned to each county. This share could be based upon the percentage of 
the total county revenue guarantee that currently goes to the county (or 
city). In addition, the county would receive a share of revenues 
corresponding to the percentage of the total county revenue guarantee that 
currently goes to special districts. That is, counties would get the 
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special district share of revenues in exchange for the shifted property tax 
revenues. 
K-12 School Districts 
Similarly, school districts would receive a proportionate share of 
revenues received based upon the percentage of the total revenue guarantee 
that currently goes to K-12 school districts and community college 
districts. It is not necessary, however, to distribute the total school 
share of revenues to individual districts. Rather, the total amounts can 
be deposited in Section A of the State School Fund for distribution to 
districts hy the state. The reason why it is not necessary to distribute 
these revenues to individual districts is, as explained before, because 
school districts are funded on a revenue-limit basis. Thus, for K-12 
districts, yield tax revenues contribute toward a district•s revenue limit 
and the need for state revenues is directly reduced as a result. If these 
revenues are deposited directly into the State School Fund, the local 
contribution toward each district's revenue limit would be reduced, but the 
state would simply make up the difference. 
There are seven school districts in the state which receive a com-
bination of general purpose local tax revenue and constitutionally 
guaranteed state aid in excess of their revenue limits. These school 
districts would have a loss of revenue under our proposal to allocate K-12 
school district timber yield tax revenue to Section A of the State School 
Fund. This loss would occur because the current timber yield tax revenues 
are in addition to state aid, and our proposal would treat the revenues as 
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part of state aid without an offsetting increase in total state aid to 
these school districts. 
Our analysis indicates that this revenue loss is appropriate. Prior 
to the passage of Proposition 13, basic aid school districts could not 
receive a combination of general purpose local and state revenues in excess 
of their revenue limits. The property tax allocation provisions of Chapter 
292, Statutes of 1978 (SB 154), and Chapter 282, Statutes of 1979 (AB 8), 
have had the unanticipated effect of allowing some of these districts to 
receive excess revenues. Our proposal would result in a reduction of the 
excess revenues and would partially correct the unanticipated windfall 
revenues allowed by current law. 
The allocation of timber yield tax revenues to Section A of the 
State School Fund could result in a loss of federal revenues to some school 
districts. Currently, federal impact aid (Public Law 85-874) is provided 
to school districts on the basis of local revenues. Timber tax revenues 
are included as part of the local revenue calculation while state aid is 
excluded. Under our proposal, the timber tax revenues would become part of 
state aid and thereby be excluded from the calculation of federal impact 
aid. It is possible that the loss of federal aid could be mitigated by the 
Legislature declaring that, for the purpose of determining federal impact 
aid, a calculated amount of state aid was actually timber tax local revenue 
being disbursed through the State School Fund. This declared amount could 
be either the historical amount received by the school district or the 
average amount per average daily attendance received by all school 




government would accept the Legislature's declaration as a basis for calcu-
1 ing federal aid. 
Community College Districts 
For community college districts, the situation is slightly 
different. This is because they currently treat yield tax revenues as 
outside their revenue limit. Thus, the state provides them with revenues 
to make up the shortfall between local revenues from the property tax and 
their revenue limit, but yield tax revenues are not considered in 
determining the state's contribution. Thus, if these revenues were depos-
ited in Section B of the State School Fund, community college districts 
would lose those revenues; but, unlike K-12 districts, the state would not 
make up this loss. For this reason, we recommend that the authorized reve-
nues of community college districts be increased by an amount similar to 
the amount used to replace special district yield tax revenues. That is~ 
community college authorized revenue should be increased by the average of 
(1) an amount equal to each district's MRG and (2) a proportionate share of 
the county-wide MRG, based on an average of those revenues generated hy the 
timber harvest during the first three years of the yield tax which are 
attributable to harvests occurring within each district. The adjustment to 
the authorized revenue would equal this average, but no less than 80 per-
cent of the district's MRG. If this is done, the state would make up most 
of the loss that would result if community college districts' yield tax 
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values are adjusted for any change in the Western Wood Products price index 
one final time, approximately one month before they become effective. 
Thus, there is a time lag in the board•s immediate harvest values to the 
extent that timber prices change from the time that the values are finally 
adjusted to the time they are used to compute yield tax liability. This is 
comparable to the time lag that exists under the property tax between the 
March 1 lien date and the imposition of taxes for the following fiscal 
year, based on assessed values determined as of the lien date. 
POSSIBLE BIAS IN IMMEDIATE HARVEST VALUES 
In developing immediate harvest values, the board uses data from 
sales of public and private timber. Much of the public timber sold in 
California is on U.S. Forest Service land. The Forest Service conducts 
sales of this timber by developing an appraised value and then accepting 
either open or sealed bids from operators for contracts to cut the timber 
within a specified period of time, up to as long as eight years later. The 
operators are required, in most cases, simply to make a deposit equal to 
the value of one month's harvest and post a "performance" bond, generally 
equal to 10 percent of their bid. 
There is concern among timber industry representatives and some 
county assessors that the inclusion of these long-term Forest Service 
sales in the data used to develop harvest values biases the values 
upward. They maintain that the values derived from these long-term sales 
are more representative of the prices that operators are willing to pay at 
some point in the future, rather than prices they would be willing to pay 
at present. Given a generally rising timber market, operators would then 
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be betting on a higher selling price for their product. Critics argue that 
is inappropri to inc1 
value. 
ices in ion of 
The board's final recommended immediate harvest values are not a 
simple mathematical average of s es i ion coll by the 
That is, the board staff's appraisal j is reflected in the 
final recommended values. Thus, it is clear inclusion of 1 
term Forest Service sales necessarily biases the board's values even if the 
Forest Service•s sales values are higher than the average. Nonetheless, 
sufficient concern has been expressed over this issue that examination of 
the problem is warranted. 
This problem primarily concerns the value of old growth timber, that 
is, timber greater than 150 years old. This is because much of the data 
used to develop old growth harvest values is from public sales. Over 60 
percent of the number of sales and about 
to develop values for old growth 
1 
Factors Affecting Forest Service Sales 
are 
of the timber volume 
i le to public 
The prices that timber operators are lli to for Forest 
ce timber depends upon a large number of , some of are 
liar to the particular circumstances of the bidders at time the 
ale. Among the factors that appear to play a si role in what 
bidders are willing to pay are (1) the volume and quality of timber to be 
sold, (2) the number of bidders, (3) t ons, (4) the 
accessibility of the timber, and (5) the location of 11s in the vicinity 
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of the sale. For example, the volume of timber advertised for sale by the 
Forest Service is based on the Forest Service•s "cruise," or inventory, of 
the timber. In some cases, an operator may, on the basis of his own 
cruise, know that the Forest Service•s account of timber available for sale 
by species is inaccurate. This will affect the price that that operator is 
willing to pay for the sale. 
In addition, other somewhat more subjective factors can play a large 
role in the prices that are bid for Forest Service timber. For example, it 
is generally more important for an operator to ensure that he has an ade-
quate inventory to maintain a stable flow of timber through his mills, than 
to pay the lowest possible price. Also, operators may be willing to make 
what appear to be excessively high bids in order to ensure that competitors 
do not gain a foothold in an area in which they are located. On a par-
ticular sale an operator may be able to pay a higher price on a Forest 
Service sale than other bidders simply because those costs can be averaged 
in with other less expensive purchases. 
The Effect of the Length of the Sale 
Another major factor that may affect prices bid for Forest Service 
sales is the length of the contract. The length of a Forest Service sale, 
or contract, refers to the time period during which the timber must be 
harvested, sometimes up to as long as eight years after the initial sale. 
Examination of the board's data reveals a moderately strong positive rela-
tionship between the length of Forest Service sales and the price paid for 
the timber. That is, as the number of years during which the timber may be 
harvested increases, the price paid for Forest Service timber rises as 
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well. This relationship is not entirely consistent, however, probably 
because of the multitude of factors mentioned above which affect a bidder's 
offer. 
Moreover, the positive relationship between the length of the sale 
and the bid price may be due in part to factors other than simply the 
bidder's expectation that the value of the timber will rise over the period 
during which he may harvest it. Forest Service regulations provide 
generally that larger sales shall be sold under longer-term contracts. 
However, operators may be interested in purchasing large volume sales for 
reasons independent of the potential for appreciation of timber value over 
time. One reason is to spread certain relatively fixed costs over a larger 
base. For instance, there are certain costs associated with bidding for 
Forest Service timber (the cost of cruising the timber, for example). The 
larger the volume of timber purchased, the greater the base over which 
these costs are spread. Thus, an operator might be willing to pay more for 
a larger volume sale, which also happens to be a longer sale, but the 
length of the sale might not have anything to do with why a higher bid was 
made. 
Forest Service Indexation of Sales 
There is a factor which may dampen the extent to which timber 
operators bid up orices of Forest Service timber in anticipation of higher 
future timber values. The Forest Service indexes the bid price paid for a 
sale by 50 percent of the dollar increase, or 100 percent of the dollar 
decline, in timber values from the time that the timber is sold to the time 
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that it is cut. This adjustment reduces by half the appreciation of timber 
values that an operator can capture on a long-term sale. 
Federal Tax Considerations 
The potential problem of an upward bias in immediate harvest values 
is apparently a less significant concern to large timber operations which 
cut timber to be processed in their own mills. Under federal income tax 
law, if timber operators cut their own timber, they are permitted to 
establish the market value of the timber for capital gains purposes sub-
ject to review by the federal Internal Revenue Service (IRS). This is 
because there is no transaction upon which the value of the timber can be 
based. Operators use a variety of indicators to establish the value of the 
timber, one of which is the state's schedules of immediate harvest value. 
The IRS does not rely on any one particular indicator of value in eval-
uating the market values that timber operators advance. Nevertheless, the 
state's immediate harvest values are one indicator to which operators can 
point in establishing values; and the higher these values are, the greater 
the federal tax advantage. Because the capital gains advantage of higher 
values far outweighs the higher liability under the yield tax, these opera-
tors are less concerned about the possibility that the state's immediate 
harvest values are biased upward by the inclusion of long-term Forest 
Service sales. 
Possible Solutions 
Discounting long-term sales by the length of the sale is one 
possible way of eliminating the effect of speculation. There are two 
reasons why discounting may be inadequate, however. 
-53-
First~ all of the timber sold in a Forest Service sale is not cut in 
the last year of the sale. Timber is generally cut over the entire 
allowable period of time, though there is often some clustering of the har-
vest in the later period of the contract. Any discounting by the board 
should take into account the time period over which the timber is actually 
harvested rather than simply the length of the sale. The difficulty with 
doing this is that it is not possible to know at the time of the sale when 
the timber will be cut. 
Second, because the relationship between the length of a long-term 
sale and the sale price is not uniform, and because of the other factors 
which influence bids, it may not be appropriate to simply discount the sale 
price by the length of the sale. 
An alternative that the board should consider is the elimination of 
Forest Service sales of longer than a certain number of years from their 
determination of immediate harvest value. Within the last several years 
the decision was made in Oregon to use sales of a length of three years or 
less. The constraint that the board faces with this option is whether it 
would have sufficient sales data, by timber value area and species, for the 
immediate harvest value to be a meaningful indicator of value. 
Conclusion 
We recommend that the board continue to examine the issue of bias 
in harvest values due to the inclusion of Forest Service sales with the 
goal of developing a method to eliminate the effect of price speculation 
in these long-term sales. 
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OLD GROWTH REDWOOD HARVEST VALUES 
A number of timber industry representatives in the redwood region 
maintain that the board's values for old growth redwood timber are too 
high. They contend that if they had to pay a price to obtain the timber 
they use in their mills equal to the board's values for old growth redwood 
timber, they would be unable to continue their operations profitably. In 
fact, these operators do not have to pay prices equal to the board's values 
to obtain most of the redwood timber for their mills; most of their inven-
tory was purchased many years ago at prices substantially lower than the 
board's values. The cost of timber they purchase at current prices is then 
averaged in with the lower cost of timber purchased years ago. 
Nevertheless, their point is that the value that the board sets for pur-
poses of the yield tax are too high because they would not support a 
profitable operation if all their inventory had to be purchased at current 
prices. 
We do not believe that the fact that the bulk of redwood mill inven-
tories were purchased at some point in the past at substantially lower 
prices is relevant to the determination of immediate harvest values. The 
board's values are based on current sales of old growth redwood that 
reflect the current value of that timber. 
Lumber Conversion Approach 
Industry representatives agree that the sales data that the board 
gathers supports the values that the board sets. But they maintain that a 
more reasonable means of determining redwood harvest values would be to use 
what is commonly referred to as a lumber conversion method. This approach 
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begins with the prices of finished lumber products and deducts the costs 
associated with logging, hauling, and processing the lumber. Current law 
permits the board to use this approach as well as comparable sales of 
timber. Industry representatives argue that the lumber conversion method 
for old growth redwood is preferable for two reasons. First, as was 
pointed out above, they believe that it would result in timber values that 
more realistically reflect the costs associated with their entire 
operation. 
Second, they believe that at present or in the relatively near 
future the board will have insufficient sales of old growth redwood timber 
to enable it to establish harvest values. Such sales are becoming more 
scarce as less old growth redwood is available for cutting. The board 
staff maintains that it has adequate sales data at present with which to 
establish values. 
Because of the eventual decline that will occur in the number of 
sales of this timber, however, the board has attempted to gather data to 
use in the lumber conversion approach. There are a number of problems 
with this approach. Much of the information that the board would need to 
develop appropriate deductions for the various costs of converting timber 
to finished products is considered proprietary by the timber industry. For 
this reason, the industry is somewhat reluctant to provide the board with 
access to this information. Timber operators are concerned over the extent 
to which this information would be available to the public if it is pro-
vided to the board. This concern appears unwarranted, however, since under 
current law the board•s records would not be available for public 
inspection. 
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They are also concerned about access that assessors would have to 
this information. Under current law, timber county assessors are permitted 
to examine the board•s records. But they are not permitted to make this 
information public. Moreover, assessors generally have the authority to 
subpoena whatever information they need to value property in their county. 
Thus, assessors would obtain no information from the board which they could 
not otherwise obtain. 
Moreover, it is not possible for the industry to come together to 
generate this information in the form of average costs which it could then 
give the board. First, it is unlikely that different timber operators 
could be convinced to share this information with their competitors. 
Second, this information would be unacceptable to the board as a base for 
establishing timber values. The board would still need to verify average 
costs against data from individual operators. Third, such activity could 
be viewed as collusive. 
Finally, some of this cost information is relatively subjective and 
therefore subject to a greater range of interpretation than sales of 
timber. In addition, a lumber conversion approach may give redwood timber 
harvesters the advantage of values based on costs that are higher because 
of the relative inefficiency of some of the older redwood mills. It is not 
clear that this is appropriate. 
Conclusion 
Despite these problems, we believe that the board should continue to 
try to obtain the information that it needs to develop a lumber conversion 
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approach to harvest values in view of the likelihood that it will even-
tually have insufficient old growth redwood sales with which to establish 
values. 
THE VALUE OF TIMBER SOLD BY SMALL OWNERS 
In discussions with timber industry representatives, concern was 
expressed that smaller timber landowners and operators are not receiving 
payment for their timber equal to the values in the board•s harvest 
schedules. They pay yield taxes based on the board's values, and these may 
in some cases be significantly higher than the prices for which they are 
able to sell their timber. The Board of Equalization indicates that about 
25 small owners or operators have reported that the price they have 
received for their timber is below the board's yield tax values. 
This problem may to some extent be a product of the potential 
upward bias resulting from the inclusion of long-term Forest Service sales 
in the determination of immediate harvest values. However, it is more 
likely that the failure of smaller owners and operators to sell their 
timber at prices equal to the values in the board•s harvest schedules 
results from the nature of smaller timber sellers and the market that they 
face. 
Small Owners 
According to board staff and a number of timber industry represent-
atives, many smaller timberland owners are relatively inexperienced in the 
harvest and sale of timber. Depending on the size of their holdings, 
selling timber is something that they may do very infrequently. This 
results in a number of things: 
-58-
They are often not knowledgeable concerning the value of 
their product. 
They may not make much of an effort to market it by con-
tacting an adequate number of potential buyers. 
Their timber may be located in an area where there are a 
limited number of buyers, and these buyers may as a result 
effectively control the level of prices offered. 
Hauling costs may make it uneconomical to attempt to sell 
their timber outside of a limited geographic area. 
In addition to the features of the market that small owners and 
operators face, smaller harvests of timber generally have higher costs 
relative to the value of the timber being harvested. This is because small 
harvests do not involve the economies of scale that accompany larger 
harvests. 
Adjustments to Timber Values 
To reflect the fact that smaller owners and operators generally have 
higher costs, the board permits adjustments to its immediate harvest values 
for harvests that are of a small total volume and for harvests of a small 
volume per acre. These adjustments lower the values that are used to com-
pute an operator•s yield tax liability. The board is currently engaged in 
reviewing the magnitude of these adjustments to determine whether they are 
appropriate or should be increased to more appropriately reflect higher 
relative costs for small harvests. 
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Alternative Reporting System 
The State of Oregon has established an optional reporting system for 
small landowners or harvesters that permits them to report the value of 
their harvest on the basis of their gross receipts minus their costs. One 
of the major difficulties associated with this system is that many small 
operators do not keep an accurate accounting of their costs. Alternatively, 
their logging contracts may include the provision of other services, such 
as road building or reforestation, that lower the total contract price, 
understating the actual value of the timber that is logged. The approach 
that Oregon has adopted to deal with this problem is to develop its own 
schedules of small logger costs. The operator has the option of using 
these instead of his own costs. 
Conclusion 
Our analysis indicates that the adoption of an optional reporting 
system for small operators in California is not warranted at present. It 
is difficult to determine precisely the extent of the disparity between the 
board•s harvest values and the prices that small operators are receiving 
for their timber. The magnitude of the problem does not appear to he great 
enough, however, to justify the additional administrative costs that would 
result from an optional reporting system, estimated by the Board of 
Equalization at $75,000 per year. 
TIMBER VALUE AREAS 
As noted earlier, the board has divided the state int6 nine Timber 
Value Areas (TVAs) which it determined to have similar timber growing, 
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harvesting, and marketing conditions. Discussions with timber industry 
representatives indicate that the delineation of the TVAs is generally 
thought to be correct. 
There is concern, however, that in isolated cases the boundaries of 
the TVAs are not appropriately drawn. For example, certain operators who 
harvest timber near or across the border between TVA 6 and TVA 7 in eastern 
Shasta County maintain that the board has different values for what they 
feel is timber of identical quality. 
We recommend that the board review the present delineation of timber 
value areas to determine whether adjustments in boundaries should be made 





The Timber Yield Tax Law requires the Board of Equalization, in con-
sultation with the Timber Advisory Committee,1 to develop a schedule of 
land values for use by county assessors in valuing timberland zoned as 
Timberland Preserve (TPZ). The board's schedule of land values are effec-
tive for a three-year period. 
Current law specifies maximum values for timberland under TPZ. The 
appropriateness of this maximum value, and the manner in which it is 
computed, has recently become the subject of some controversy among county 
assessors and timber industry representatives. In this chapter we examine 
the justification for the timberland value ceiling. We also discuss a 
number of possible modifications in the way the ceiling is computed. 
Among these issues are: (1) the allocation of timber value to land, (2) 
the exclusive use of "young growth" yields and values in the computation of 
average immediate harvest value, and (3) the inclusion of "salvage" timber 
in average immediate harvest value. 
Values are established for two timberland regions in the 
state--Redwood and Pine-Mixed Conifer. The first set of land values were 
established by the Timber Yield Tax Act and were effective from 1977-78 
through 1979-80. The board adopted its first schedule of values in 
1. The Timber Advisory Committee consists of the following members: a 
representative of the Board of Equalization, a representative of the 
Board of Forestry, five timber county assessors, and two represent-
atives of the timber industry. 
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December 1979. Table 8 shows the timberland values initially established 
by Chapter 176 and the values recently adopted by the board for use for the 
three-year period from 1980-81 through 1982-83. 
Following the adoption of regulations by the board in 1977, county 
assessors classified timberland zoned TPZ by "site quality." The land was 
classified according to its timber-producing capability, including con-
sideration of the accessability of the land to timber harvesting. Each 
acre of timberland is designated by a site class which ranges from I to V. 
Site V is the least valuable land and has a statutorily set minimum value 
of $20 per acre. Thus, the board may not set the value of site V land 
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Section 434.5 of the Revenue and Taxation Code requires the board to 
value timberland using "commonly accepted systems of valuation." This sec-
tion also specifies a number of restrictions on the value of timberland. 
First, the section provides that when the board uses sales of timberland to 
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develop values, those sales must be of no less than 160 acres, and must be 
of land that is restricted under TPZ. 
In using comparable sales of timberland to develop land values, the 
board makes an allocation of the value of the entire property to the land. 
That is, a portion of any particular sales price is presumed to be attrib-
utable to timber growing on the land, and a portion attributable to the 
land itself. The portion of the property allocated to land generally 
ranges from 10 to 25 percent, depending upon such factors as the amount of 
timber on the land when it is sold. 
The second restriction current law imposes on the value of tim-
berland in TPZ is that it is presumed to be no greater than the value 
derived from a capitalization formula defined in statute. Capitalization 
is the process of converting an income stream into an estimate of value. 
This formula converts a portion of the value of the land's timber-producing 
capacity into a taxable value for each acre of timberland. Under the 
formula, 10 percent of the potential annual yield of timber in board feet 
per year per acre is determined. This amount is multiplied by a 20-quarter 
average of the immediate harvest value of the timber grown on the type of 
land involved.1 Finally, the resulting product is divided by a capitaliza-
tion rate of 10 percent to arrive at the value ceiling for each acre of 
timberland. 
1. It should be noted that for the first schedule of land values devel-
oped, the board used only a 10-quarter average of immediate harvest 
value covering the period since the institution of the yield tax in 
April 1977. 
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The use of 10 percent of the potential annual yield in the formula 




is The 10 percent capitalization 
on timber production to the land has 
(incl ng components for risk and property taxes). 
le, ia1 annual yield for a certain type 
per acre , and the 20-quarter 
average harvest value of the timber grown on this type of land is 
$120 per 1,000 board feet, the ue ceiling for this land would be com-
puted as follows: 
multiplied by 
10 percent of 750, or 75 board feet per acre, would be 
1,000 board The result ($9 per acre) would be 
divided by the capitalization rate of 10 percent. The resulting value of 
the land would be $90 per acre. 
Effect of Proposition 13 
Foll the passage 
(Chapter 1109 
Chapter 1109 
Proposition , legislation was enacted 
revised the valuation of timberland. 
land which did not transfer ownership shall 




us 2 percent 1978-79 and each suc-
Timberl which ansferred ownership would be 
the tr according to the schedule of values 
established three years Board of Equalization. 
Chapter 242, Statutes of 1979, revised this valuation procedure to 
speci t t 1 preserve zoning is to be valued 
simply according to the schedule of values in Section 434.5 as revised by 
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the board. This is consistent with Article XIII, Section 3(j) of the 
Constit ion authorizes the islature to provide for the restric-
tion of timberland to certain uses and valuation of that land based on 
those restrictions. Thus, Proposition 13 has no direct impact on the 
valuation of the timberland under TPZ. Rather, it affects only land not 
zoned as timberland preserve. 
The exclusion of timberland from valuation under Proposition 13 by 
Chapter 242, however, did increase the value of certain site classes com-
pared to the values they would have had under Chapter 1109, particularly in 
the Redwood region. Except for those lands which changed hands, the appli-
cation of the 2 percent inflation factor would have resulted in values 
below those recently adopted by the board for all five sites in the Redwood 
region and three out of five sites in the Pine-Mixed Conifer region. 
TIMBERLAND VALUE CEILING 
One of the issues raised by a number of the local officials and 
industry representatives we contacted is the appropriateness of the capi-
talization formula ceiling on land values. Those who argue that a ceiling 
is not necessary maintain that sales of timberland under TPZ provide a 
reasonable and reliable indicator of value. 
The ceiling on value was established in response to the 
Legislature•s concern that timberland be taxed according to its use for 
timber production rather than for some other use. The concern was that if 
timberland is valued for some uses--recreational homesites, for example--
the taxes imposed on the higher value may drive landowners out of timber 
production. Consequently, the Timber Yield Tax Act permits the special 
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valuation of timberland, provided that the use of that land is restricted 
timberland preserve zoning to timber growing and harvesting, and a 
limited number of compatible uses. special valuation method consists, 
as was discussed in the preceding section, of using sales of comparable 
timberland and a maximum value based on a capitalization formula. The 
capitalization formula ceiling was devised as a safeguard against exces-
sively high values in case sales of timberland did not yield values that 
are reflective of the use of that land for timber growing and harvesting. 
Revenue Effect 
Elimin ion of the ceiling on land value would currently affect 
taxable values only in the Pine-Mixed Conifer region of the state--
generally the Sierra Nevada mountain range. This is because land values 
based on comparable sales for the Redwood region are far below the values 
established for each site class by the capitalization formula. As shown in 
Table 9, in the Pine-Mixed Conifer region the comparable sales value 
exceeds the capitalization formula value for three of five site classes. 
Consequently, for these three sites, the capitalization formula ceiling was 
adopted by the board. For these sites the comparable sales value was an 
average of 21 percent higher than the ceiling imposed by the capitalization 
formula. If the ceiling on land value is eliminated, and the comparable 
sales values used for these three sites, there would be an annual increase 
in local property tax revenues of about $200,000. 
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Table 9 
Comparison of Sales and Capitalizationa 
Timberland Values for the Pine-Mixed Conifer Region 
(dollars per acre) 
Site Method Value 
I Capita 1 i zat ion $87 
Sales 70 
II Capita 1 i zat ion 56 
Sales 60 
III Capita 1 i zat ion 43 
Sales 50 
IV Capitalization 25 
Sales 35 
v Capitalization 20 
Sales 20 
a. The value established by the capitalization formula 
is the maximum value that may be imposed. 
Timberland Preserve Zoning 
Most local government officials contacted in the course of this 
study believe that the values derived from sales of timberland generally 
reflect the value of the land in timber production, rather than the value 
of other uses or amenities. These observers noted that in some cases, 
however, values other than those associated with timber production are 
reflected in a sale. For the most part, these instances are thought to be 
limited to sales of smaller parcels of land. Consequently, the 160 acre 
limitation on the use of sales for purposes of determining land values is 
viewed as effectively excluding most of these sales. 
There is concern, however, over the fact that in some instances 
prices for land were inexplicably high relative to other sales of timberland 
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in the vicinity. For example, one sale of 7,700 acres of timberland in 
Sierra County yielded a land value well above the value of other timberland 
in the area. These cases raise the issue of the awareness of the buyer of 
the restrictions on the use of the land imposed by the TPZ and of the 
effectiveness of the restrictions themselves on the use of the land. In 
other words, some buyers may be purchasing land zoned TPZ with the intent 
of converting it to another, higher valued, land use. 
Comments from local government officials, particularly county 
planning directors, indicate that most of the high-quality timberland in 
the state has been included in timberland preserve zones. However, a 
number of counties permitted owners whose land had been identified as tim-
berland to have their land excluded from TPZ when the zoning first became 
effective in 1977. Since then, requests from landowners for rezoning have 
been relatively limited. 
A Board of Forestry Task Force which has been studying the conver-
sion of timberland concluded in a recent draft report that the rate of 
conversion has not significantly increased over the last 10 years. 
Conversion may be accomplished in two ways. Normal rezoning may be 
requested by the landowner or the county board of supervisors. Simple 
majority approval of the county board is required, and if granted, the land 
is rezoned effective 10 years from the date of approval. 
Immediate rezoning may be requested only by the landowner and 
requires approval of four-fifths of the board of supervisors. In addition, 
the rezoning must be found consistent with the provisions of Section 3(j), 
Article XIII of the Constitution, which authorizes the restri( ion of 
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timberland to timber production or compatable uses. Finally, the request 
for immediate rezoning must be approved by the state Board of Forestry. 
According to the task force report, about 7.6 million acres, or 
about 47 percent of the total 16.4 million acres of commercial timberland 
in California, are in private ownership. 
about 5.67 million acres are under TPZ. 
land have been converted to other uses. 
Of the land in private ownership, 
Since 1977 some 3,128 acres of TPZ 
The task force did not believe, 
however, that this low conversion rate would necessarily continue into the 
future. They noted a number of factors, including population growth and 
the effect of Proposition 13 on the relative tax burden borne by taxpayers 
in and out of TPZ, which will result in additional pressure for the conver-
sion of timberland. 
Elimination of Land Value Ceiling Premature 
Examination of the comparable sales values and the maximum values 
established by the capitalization formula indicates that the removal of the 
ceiling would not have a dramatic effect on land values. At this time, 
three out of the ten site values would be changed by an average of about 
$8. Nevertheless, it is not possible to anticipate this relationship in 
the future, particularly given the existence of a number of cases where 
sales of timberland have dramatically exceeded sale prices of land in the 
surrounding area. 
Although substantial evidence indicates that the restrictive zoning 
of timberland generally results in values that reflect the use of those 
lands in only timber production, experience with TPZs and comparable sales 
valuation of timberland under the yield tax system is limited. Restrictive 
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zoning of timberland has been in effect only since TPZs were instituted in 
1977. The Board of Equalization established its first schedule of values 
in 1979. 
Consequently, we believe that elimination of the capitalization for-
mula ceiling on land value is premature. If the comparable sales values 
are consistently higher than the capitalization formula ceiling and the 
sales values are felt to be reliable, the ceiling should be reevaluated. 
We will address this issue in our report due March 1984. 
But, before the ceiling is removed, the board needs more experience 
with the valuation of timberland by comparable sales to see if sales of 
land under TPZ consistently reflect the value of the land in timber 
production. Moreover, the state needs to study the timberland zoning pro-
cess in greater detail and monitor the conversion of timberland to other 
uses over a longer period of time in order to determine whether timberland 
preserve zoning is effective in limiting the conversion of timberland. 
FEATURES OF THE CAPITALIZATION FORMULA 
We believe that it is useful to specify in statute the allocation of 
value to land and the capitalization rate to be used in the capitalization 
formula. This increases the stability of timberland values, thereby 
reducing the risk of widely fluctuating land values and property taxes on 
the land. This is important in encouraging long-term investment in timber 
production. 
Both the specific features of the capitalization formula and the 
first schedule of land values contained in Section 434.5 of the Revenue and 
Taxation Code were somewhat arbitrarily determined. They resulted from 
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the compromise of competing interests involved in the drafting of the Yield 
Tax. 
Examination of the available data shows that if the capitalization 
formula had been used to set maximum values in 1977, values for a number of 
the site classes in the Pine-Mixed Conifer region would have been lower 
than those actually established by the statute. The higher values adopted 
reflected the contention by a number of county assessors that timberland 
values were not as low as the values that would have resulted from the 
capitalization formula as specified in Section 434.5. 
It may simply have been that county assessors were valuing tim-
berland for some use other than timber production, which resulted in higher 
values. However, the comparable sales values recently developed by the 
Board of Equalization are consistent with the assessors• contention that 
the capitalization formula artificially restricts values. Thus, while 
elimination of the ceiling appears to be premature, our analysis indicates 
that the specific features of the capitalization formula result in values 
that are artificially low relative to generally reliable comparable sales 
values. 
Allocation to Land 
The low capitalization formula values most likely result from the 
current 10 percent allocation of timber value to land. For this reason, it 
appears that that allocation of timber value to land may be low. As noted 
earlier, the board•s allocation of timber value to land in the examination 
of comparable sales generally ranges from 10 to 25 percent. In addition, 
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discussions with assessors and board staff indicate that an allocation of 
10 percent is on the low end of a reasonable range. 
Consequently, we recommend that the allocation of timber value to 
land be increased from 10 to 15 percent. The allocation of timber value to 
land required to set capitalization formula values which on average are 
equal to the board's 11 young growth" comparable sales values is 15 percent. 
A 15 percent allocation results in capitalization formula values (using 
~young growth yields and harvest values as discussed in the next 
section) that are slightly higher than the comparable sales values recently 
developed by the board for all site classes in the Pine-Mixed Conifer 
region except site IV. For site IV the maximum allowable value would be $4 
per acre below the sales value. 
Average Immediate Harvest Value 
The use of a 20-quarter average of immediate harvest value con-
tributes to the stability of the land values. Indexing the values to the 
present would eliminate the usefulness of an average of harvest values as a 
way of smoothing out cyclical fluctuations in the timber industry. Any set 
of land values that are to be used for three years should represent a 
fairly long-term average of timber values, independent of the economic 
cycles of timber production, rather than timber values as of one particular 
point in time. 
However, the use of 20 quarters of immediate harvest values appears 
excessive. This is longer than necessary to cut across an economic cycle 
of the timber industry. We believe that a three-year average would be 
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adequate. Therefore, we recommend that a 12-quarter average of immediate 
harvest value be used in the determination of timberland value. 
YOUNG GROWTH VERSUS YOUNG GROWTH AND OLD GROWTH 
The timber industry has challenged the board's use of both old 
growth and young growth timber data in the determination of the ceiling on 
timberland values. Section 434.5 of the Revenue and Taxation Code does not 
specify whether the board should use data concerning only young growth 
timber or young growth and old growth timber in the computation of the 
maximum value for timberland. Young growth timber is generally timber that 
is less than 150 years old and is generally less valuable than old growth. 
Initially, the Board of Equalization staff computed the capitaliza-
tion formula values using only young growth immediate harvest values and 
young growth yields. After some consultation, however, the board's legal 
staff determined that the capitalization formula required the use of both 
young growth and old growth yields and values. Their judgment was based 
upon the definition of immediate harvest value contained in Revenue and 
Taxation Code Section 38109. The Board of Equalization adopted values in 
December 1979 which are based on this determination. 
The timber industr.Y has challenged the board's decision in a lawsuit 
filed in February 1980. They contend that the use of old growth timber 
values and yields is erroneous and that this point was clear when the 
Timber Yield Tax Act was adopted in 1976. 
Young Growth Only 
Our analysis indicates the exclusive use of young growth harvest 
values and yields in the capitalization formula would be more appropriate 
than the use of both old and young growth data. 
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The use of only young growth data appears to be justified given the 
general purpose underl ng the computation of timberland values. Section 
434.5 states that the board is to establish values for timberland 11 as if it 
were bare of forest growth. 11 In other words, in setting values the board 
is not to pay attention to whether there is timber on the land or, if so, 
what the quality of that timber is. Land values are based on the potential 
for the production of timber. Given existing forestry economics, however, 
timber will not be planted with the intention of harvesting it as old 
growth. Therefore, the value of timberland, bare of existing timber, is 
its value in the production of young growth timber. 
Moreover, our discussion with board Timber Tax Division staff, 
timber industry representatives, and various local officials who were 
involved in the drafting of the Yield Tax Act, indicate that their 
understanding was that only young growth data was to be used in the com-
putation of maximum land values. 
For these reasons, we recommend that Section 434.5 of the Revenue 
and !axation Code be amended ~o specify that only young growth average 
immediate harvest values and young growth yields be used in the computation 
< < 
of the maximum value for timberland. 
INCLUSION OF SALVAGE VALUE 
A dispute has developed between the board and a number of county 
assessors over the inclusion of the value of salvage timber in the com-
putation of timberland values. The issue concerns whether the value of 
damaged, or salvage, timber should be included in the computation of 
average immediate harvest value used in the determination of maximum land 
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values, or whether only the undamaged timber should be included. Salvage 
timber values are lower to reflect damage from fire, insects, or disease. 
Including these modified values in the computation of an average immediate 
harvest value lowers that average value. 
Existing law requires the board to develop schedules of immediate 
harvest values by species and timber value area. The board also develops 
schedules of values to reflect changes in timber value due to fire, 
disease, and other damage. Some assessors contend that these values are 
not 11 immediate harvest values" for purposes of computing an average value 
to be used in setting maximum land values. 
We believe that it is appropriate to include these modified salvage 
values in the computation of an average immediate harvest value. The value 
of damaged timber represents a reasonable adjustment to the total value of 
timber harvested from timberland over an extended period of time. It would 
be erroneous in determining the productivity of land to ignore the effect 
of fluctuations in the value of timber as a result of natural causes. For 
the same reason, it is not appropriate for the board to adjust the amount 
of salvage timber value included in the computation of average immediate 
harvest value by including an "average" amount of salvage harvested. Over 
the long term, given normal fluctuations in the amount of the damaged 
timber harvested each year, the amount of damaged timber value included 
will be averaged. 
Therefore, we recommend Section 434.5 of the Revenue and Taxation 
Code be amended to clarify that the value of salvage timber harvested over 





The Board of Equalization's Timber Tax Division administers the 
yield tax. The division's responsibilities include the registration of 
taxpayers, processing of quarterly tax returns, identification and collec-
tion of taxes due, and auditing of taxpayer accounts. In addition, board 
staff are responsible for preparing, for board approval, semi-annual sched-
ules of timber harvest values for different species of timber throughout 
the state. In the course of preparing these schedules, the staff examines 
sales of timber and estimates the cost of different types of logging 
operations. The board staff also prepares a schedule of timberland values 
every three years. This involves an examination of sales of timberland 
which are zoned timberland preserve. 
TAXPAYER INFORMATION BOOKLET 
The board has for some time considered preparing a booklet that 
would provide taxpayers with detailed, step-by-step instructions about how 
to prepare their tax returns. Some board staff believe that an instruction 
booklet would be especially useful for small taxpayers who harvest timber 
only on an occasional basis. Larger taxpayers, who harvest timber regu-
larly, generally have automated accounting systems which generate much of 
the information needed to prepare their returns. 
A large number of errors are made by taxpayers on their returns 
regardless of whether they are large or small harvesters. However, many of 
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these errors are related to the newness of the yield tax and should decline 
as taxpayers become more familiar with the tax. 
asional harvesters 11 continue to file eld tax returns, 
however. Because many of these operators will not harvest often enough to 
become familiar with the details of the tax return, we believe that a 
taxpayer information booklet would be valuable. Although the revenues 
generated by these taxpayers amount to a relatively small portion of total 
yield tax revenues, returns from small taxpayers make up more than 90 per-
cent of the total number of returns which the board receives. Use of a 
taxpayer instruction booklet could result in savings of administrative 
costs to the board in two areas. First, a booklet would reduce the amount 
of time that board staff would need to spend with individual taxpayers 
assisting them in preparing their returns. Second, the board could realize 
savings to the extent that the number of taxpayer errors is reduced and 
this lessens the amount of time spent auditing accounts. 
For these reasons, we recommend that the board develop a simple 
instruction booklet designed primarily for the small harvester to accompany 
the yield tax return. 
TIMBER ADVISORY COMMITTEE 
The Timber Yield Tax Act required the board to appoint a Timber 
Advisory Committee (TAC) to advise the board concerning regulations 
governing the valuation of timber and timberland. The committee is made up 
of a representative of the Board of Equalization, a representative of the 
Board of Forestry, five timber county assessors, and two representatives of 
the timber industry, one small scale and one large scale. 
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Timber industry representatives and local government officials 
interviewed in the course of this study uniformly helieve that the TAC 
plays an important role in the formulation of the board's rules and the 
setting of values for timber and timberland. The TAC is viewed as a useful 
forum for the exchange of differing opinions on these issues. 
One negative response that we encountered~ however, was the feeling 
that the TAC should hold more of its meetings outside of Sacramento. 
Although the TAC has held a number of its meetings in other locations, the 
majority of its sessions have been held in Sacramento. Of 35 TAC meetings 
held since the inception of the yield tax, 26 have been held in Sacramento. 
Persons disturbed by this fact feel that an insufficient number of meetings 
outside of Sacramento limits access by those groups of persons who are not 
able to travel to the state capitol. 
Therefore, we recommend that the TAC make an effort to hold more of 
its meetings outside of Sacramento and target those areas of the state in 
which meetings have not been held or where there are believed to be indi-
viduals or groups whose access should be encouraged. 
IDENTIFICATION OF OLD VERSUS YOUNG GROWTH TIMBER 
A number of Board of Equalization staff and timber industry repre-
sentatives noted a problem with respect to the identification of timber 
harvested as old or young growth timber. This is important because dif-
ferent values for yield tax purposes are assigned to old growth and young 
growth timber. Timber industry representatives, primarily larger 
operators, stated that they sometimes have difficulty in determining 
whether the timber they have harvested is young or old growth under the 
-79-









it staff finds it difficult to 
classification. 
scussed would be to do 
substitute one or two size/ 
the three size/quality classes 
agai 
1er 
ing this, however, 
They believe that 
i use 
it ld 
additional si ity classes would confuse smaller harvesters more than 
is warranted in 
harvesters 
to reduce reporting problem for the larger 
board is i th this reporting prohlem by 
having its 
time 
note the age classification of timber sold, at the 
11 audit 
made of 
s es are used to 
111 is 1 for 
reporting. 
values. In this manner, an 
's it staff verify when audits are 
TIMBER TAX DIVISION DATA PROCESSING SYSTEM 
In our 1979 Analysis of the Budget Bill, we recommended that the 
board utilize computers to verify the timber harvest values entered on tax 
returns. fication of ues entered on tax returns is now per-
formed manu ly. We believe that cost savings could be realized if harvest 




files for use in verifying the values 
In response to our recommendation, the board undertook a detailed 
study of the Timber Tax Division's entire data processing system, focusing 
primarily on registration, collection, verification, and reporting of taxes 
paid. That report was completed in January 1979. It identified a number 
of serious problems that exist with respect to the Timber Tax Division's 
current data processing system. The study recommended conversion of the 
current partly manual-partly automated system to a more fully automated 
system employing the use of a remote computer terminal. 
Among the problems with the current data processing system iden-
tified by the board's study were: (1) lack of flexibility, (2) extensive 
manual processing, (3) invalid and incomplete data, (4) untimely data, and 
(5) lack of adequate controls. More specifically, the board determinP.d 
that the current system's requirement for extensive manual manipulation of 
data consumes staff time that could be used to analyze the data. These 
findings indicate that the current system does not meet the needs of the 
division, and suffers from a lack of flexibility and the inability to pro-
duce timely information. Professional staff are engaged in clerical tasks 
at certain points in the process because of backlogs that result from the 
manual nature of the system. 
These shortcomings result primarily from the fact that the needs of 
the Timber Tax Division were not well known at the time that the current 
system was designed and implemented. Another contributing factor was the 
uncertainty concerning the number of accounts that would actually be dealt 
with each quarter, both on a one-time and an ongoing basis. Finally, 
inadequate communication between the Timber Tax Division and the Data 
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Processing Division resulted in a lack of awareness of the Timber Tax 
Di sion 1 s needs and problems. 
delays, and the need manually correct data, limits the 
ability the Timber Tax Division to update data used for the distribution 
reserve fund revenues. For example, recent detailed data concerning the 
amount of t eld tax revenues generated by tax rate area within each 
county do not match earlier data supplied to the Controller for use in 
distributing reserve fund revenues in August 1979. The more recent data 
reflect (1) corrections that have been made as a result of audit deter-
minations and (2) corrections to information concerning the distribution of 
revenues by tax rate areas supplied by taxpayers. 
The board is currently studying the feasibility of certain improve-
ments to the Timber Tax Division data processing system. This study should 
be completed by fall 1980. 
In the interim, the board has made some improvements in its current 
For example, a reliable edit routine has been developed for veri-
fication of data entered by the Data Processing Division. Also, turn-
around time for data entry of returns has been substantially reduced. 
We recommend that the board continue to explore both (1) the feasi-
bility of a major modification of the Timber Tax Division's data processing 
system to bring it in line with the needs of the division and (2) interim 
modifications of the current system to improve the timeliness and reliabil-
ity of the data. 
TAXPAYER AUDITING 
During the period from July 1, 1977, through June 30, 1979, board 
staff completed audits of 161 taxpayer accounts. On the basis of these 
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audits, more than $93,000 in yield tax deficiencies and nearly $154,000 in 
overpayments by taxpayers were discovered. These changes resulted in net 
refunds of slightly more than $60,000. In addition, field billing orders 
were sent to taxpayers by the board, primarily for unreported taxes, for a 
net total of $236,000 in yield taxes owed. 
The unusually large amount of refunds generated by the board•s 
audits is at least partially due to the newness of the yield tax system and 
taxpayers• lack of familiarity with reporting requirements of the law. A 
number of taxpayers made one particular type of error that accounts for 
refunds of the largest amounts made during the tv1o-year period. These tax-
payers incorrectly reported as taxable some timber that had been cut prior 
to the imposition of the yield tax. Because this error is of a one-time 
nature, overpayments by taxpayers for this reason wi 11 not occur in the 
future. 
Other major reasons for overpayments by taxpayers included misre-
porting of the size/quality code of the timber harvested, and failure to 
make allowable small harvest per acre adjustments in their tax. As tax-
payers become more familiar with the yield tax, we would expect the number 
and magnitude of these errors to decline. 
Significant reasons for underpayments by taxpayers included failure 
to report timber harvest, misstatement of the age class of the timber har-
vested for valuation purposes, and errors in the volume of timber reported. 
Again, as taxpayers become more familiar with the reporting requirements of 
the yield tax, we would expect the number of these errors to decline. 
However, because of the number of small one-time timber harvesting 
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deficiencies. It is difficult, however, to know whether this level of tax 
change per hour is representative of large accounts in general. 
For small accounts, the tax change per hour for deficiencies 
is also less than the tax change per hour for refunds, but the discrepancy 
is much lower than for the audits of large accounts. Moreover, the tax 
change per hour for deficiencies computed for small accounts is more than 
twice the tax change per hour for deficiencies computed for large accounts. 
Thus, it is not clear that the board•s goal of auditing all large 
accounts within three years is justified. It appears that the board•s 
relaxation of that goal in favor of auditing smaller accounts may be more 
appropriate, due to their higher level of productivity in ferreting out 
deficiencies. 
In general, it is probably too soon to tell where the board should 
concentrate its audit activities. It is not unreasonable for the board to 
want to cycle through most of the large accounts once within the first 
several years of the operation of the tax. 
On the other hand, we do not believe that the board has a respon-
sibility to protect taxpayers who through carelessness do not take advan-
tage of various deductions for which they may be eligible. Once the 
reporting requirements of the tax have become more well known, taxpayers 
should be expected to assess themselves. 
In this regard, we believe that the board•s practice of auditing 
accounts on a "100 percent" rather than a "sample" basis may be 
unjustified. In an audit of many types of taxpayer accounts, for example, 
sales tax, audits are performed on a sample basis whereby a sample is taken 
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of certain taxpayer records to determine whether the taxpayer has complied 
with the regulations governing the tax. ·For audits of yield tax accounts, 
the board does not use a sampling methodology. Rather, the audit staff 
verifies 100 percent of the data entered on returns. They maintain that 
this is necessary because of the complexity of the computation of yield tax 
liability, and because a sample of certain data would not necessarily indi-
cate whether a taxpayer has made an error or not. 
The board has not compared audit results using the two different 
methodologies--100 percent and sampling. We believe that such a comparison 
is necessary in order to determine whether the additional resources spent 
performing 100 percent audits are justified. 
Consequently, we recommend that the board (1) make a comparison of 
audit results using 100 percent and sample audits and (2) devise criteria 
for determining which accounts to audit. In the short term, the board 
should continue to devote a significant portion of its audit resources to 
audits of small taxpayer accounts because of the relatively higher ratio of 
tax change per hour for deficiencies to tax change per hour for refunds for 
these accounts. 
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